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Heari ng Room 5

Federal Energy Regul atory
Conmi ssi on

888 First Street, NE

Washi ngt on, DC

Tuesday, Septenber 30, 2003

The above-entitled matter cane on for hearing,

pursuant to notice, at 9:00 a.m

BEFORE:
HONORABLE W LLI AM J. COMN
ADM NI STRATI VE LAW JUDGE

APPEARANCES: (AS HERETOFORE NOTED. )
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ELI D. EILBOIT, ESQ
Duncan, Wi nberg, Cenzer & Penbroke, PC
Sutie 800
1615 M Street, N W
Washi ngton, DC 20036
(202) 467-6370; FAX: (202) 467-6379
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PROCEEDI NGS
(9:00 a.m)

PRESI DI NG JUDGE: Good norni ng, everybody. W
are continuing the Commssion's inquiry into issues
surroundi ng the M dwest | SO PJM regional transm ssion
organi zations, as directed by the Conm ssion's order issued
Sept enber 12th, 2003, in Docket Nunber ER03-262 et al.

I want to thank you for a very productive day
yesterday, and | hope we can sort of repeat that experience
t oday.

The first order of business we're going to deal
with today is a request to call a representative of the
Mdwest 1SO Before | do that, | would ask if there are any
prelimnary matters that any party would like to raise
bef ore we begin today's session.

(No response.)

PRESI DI NG JUDGE: (Good. Do we have the
representative of the Mdwest |1SO? Wuld you pl ease
approach. Wuld you identify yourself?

MR TEICHLER M nanme is Steve Teichler
representing the Mdwest | SO
Wher eupon,

JAVES P. TORGERSON
was called as a witness herein, and having been first duly

sworn, was exam ned and testified as foll ows:
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PRESI DI NG JUDGE: Pl ease be seated. State your
name and busi ness address.
THE WTNESS: M nane is Janes P. Torgerson,
President of the Mdwest 1SO M address is 701 Gty Center
Drive, Carnel, Indiana 46032.
DI RECT EXAM NATI ON
BY MR TElI CHLER
Q M. Torgerson, have you previously submtted
direct testinony in this proceedi ng?
A No, | have not.
MR TEICHLER  Your Honor, | present ny w tness
for exam naati on.
PRESI D NG JUDGE: Thank you very much.
Does staff any questions for M. Torgerson?
MR BARDEE: Yes, we do, Your Honor. M.
McLaughlin will start the questioning.
CROSS EXAM NATI ON
BY VR MLAUGHLI N:

Q M. Torgerson, good norning.
A Good norning, M. MLaughlin.
Q Were you here yesterday during the proceedi ngs

and the discussion of the various utilities and the
guestions asked of thenf
A Yes, | was.

Q Have you had an opportunity to review the

255



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

testinony of AEP and sonme of the other utilities that was
filed in that proceedi ng?

A I think, Iike everybody else, | got it |ast week,
and | read it. So, yes, |'ve |ooked through it.

Q | realize you ve not filed testinony in this
proceeding. W did have a few questions we wanted to ask of
you concerning the inpacts of sone of these elections and
sone of the options discussed yesterday and their inpacts on
the M dwest | SO

I"d like to start out, if I could, by just
getting your understanding. W tal ked about a Iot of the
ternms and conditions that were inposed in the July 30th
order of |ast year concerning the elections of the forner
Al l'iance conpanies. One of those centers around the joint
and common market that the Conm ssion required to be
est abl i shed between PJM and the M dwest | SO

Coul d you give us your understanding of what it
nmeans for the joint and conmon nmarket and the tineline for
t hat ?

A Certainly. The joint and common market was
originally contenplated that we woul d have a nmarket where we
woul d have, between the M dwest | SO and PIM we woul d start
out with an enhanced market portal, which is what we called
it, which would allow a single point of contact for any

custoner within the Mdwest |1SO or PIMto transact busi ness
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across the entire region.

This woul d all ow any custoner, then, to do
busi ness with the Mdwest I1SO and in PUIM W woul d use the
two systens, the PIMsystemand the M dwest |SO system and
coordinate on all the LMPs, coordinate on all activity
across it. That was the original design to get that up and
runni ng, and what we believe the Conmm ssion's order, by
Cct ober of 2004.

Then, subsequent to that, our plan was to | ook
at, do we go then to a single centralized dispatch
consol idate the conmputer systens and all the software, so we
woul d have one systemthat would run everything into PJM and
Mdwest SO Qur plan right nowis, by October 2004, to
have this portal at |east operational in what | will call a
test, kind of a test node by COctober. Let custoners work
with it for a nunber of nonths, and then actually go live
with it probably in early 2005. W wll have it in place in
2004, and | think in our last filing wwth the Comm ssion, in
our 60-day progress, we tal ked about that. Then once that's
operational, that's what we called the common narket, the
joint and common nar ket woul d then be | ooking at do the
econom cs of whether or not we want to go ahead, and this is
will all stakehol ders, the Conm ssion and everybody el se, to
see econom cally does it nake sense to nmake an investnent in

havi ng one set of systens doing the one dispatch for the
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entire PIM1 SO region

Q Thank you.

From your perspective, the conditions, including
the Conm ssion's requirenent for the establishment of the
common entity and the joint and common market, did the
conditions in the July order of |ast year adequately address
what has been referred to as the "Swi ss cheese" nature of
the elections of the forner Alliance conpanies to join the
various RTGs?

A VW believe they did. They were needed in order
to make certain that the elections that were nmade coul d be
carried out in a reliable manner by the entities, and we
were strongly in favor of having those. There were nine
conditions fromthe July 31st order that said these things
had to occur before we could have the two RTGs, PJM and
M SO wth the elections of those conpani es.

W concurred with them and | believe we said
that in a filing we nmade subsequent to the July 31st order.

Q Am | correct that since that tinme, the M dwest
| SO has been working with PIMon the establishnment of the
conditions and trying to address the conditions the
Conm ssi on has i nposed?

A Yes. We've been working with PIMquite
extensively on a joint operating agreenent. W were

probably days away fromfiling it with the Comm ssi on when
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t he bl ackout occurred on August 14th. W had sent it to our
st akehol ders for review, we'd gotten comrents back from
them so we've been working with PIMon that, and just on
sharing informati on and data and how we're going to go about
doi ng that.

Q The joint operating agreenent, if I'mcorrect, is
that the agreenent that woul d address the situation when one
of the RTGs woul d not be running a congesti on managenent
system and running an energy narket, and the other woul d,
and then when both were running the narket?

A Yes. It addresses both. |t addresses the narket
to non-nmarket. Let's say PIMis in a market operating out
of the LMP market. The Mdwest | SO would not be. It also
addresses the tinme when both the full entities are in a
mar ket, so you have a market-to-market situation

Q Yesterday, if you will recall, there was a
di scussion with AEP w tnesses where there were various
options considered for their participation in an RTO Do
you recall that there were three options discussed, one
bei ng where AEP woul d join PJM but woul d not be
participating in the congestion nmanagenent market of PJW
The other was where I'll call it sone affiliates of AEP
would join but others would not. And the third where they
woul d wholly join PIMand participate fully in the PIM

mar ket s?
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A Yes, | recall that.
Q I"d like to explore, briefly, if I could, with
you, each of those options to try to get a better handl e and

an understandi ng on the inpact on the Mdwest |SO of those,

if | could.
A Ckay.
Q Addressing the question of what I'lIl call the AEP

proposal or idea, that essentially joined PIM but not
participating in PIMs congestion managenent system would

t hat have an imedi ate i npact on the Mdwest |1SO or a | onger
terminpact on the Mdwest SO would it be either positive
or negative?

A It woul d have an i mmedi ate inpact by having them
in PIMand allow for coordination, but if it's an interim
solution, it's very short-term | think it mght be
wor kabl e, simlar to what they're doing for their day-one
approach. Not having the market-based congestion
managenent, not having the inbal anced market, to ne, are
problens. If it's a couple of nonths, a few nonths, that
can be dealt with but if it's long-term it isn't.

The bigger issue is, if this becones a long-term
solution or even an internediate termsolution, we end up
with a situation where every entity that's involved in
either the Mdwest |SO or perhaps PJM the new PIM

conpani es, as soon as sonething el se conmes up, everybody's
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going to evaluate their options. And you | ook at
reshuffling the deck every tine this happens, and you end up
in a situation where you never get any certainty. So we've
got to get to some certainty.

I know the conpanies are going to start | ooking
at, well, if AEP can do this, why can't I. |It's just going
to happen. To nme, if it was a very short-termfix that said
we're going to do this for a fewnonths, 1'd be fine with
it. If it's anything beyond that, then | think it's going
to raise nore issues than it's going to sol ve.

Q Looking at it as a short-term transitional step
with the draft joint operating agreenent that has been
negoti ated by PJM and the Mdwest |1SO need to be nodified
to address the situation during this transition, or is it
al ready adequate to address that situation?

A | don't think it would need to be nodified. W
had it set up so it would deal with the market-to-non-narket
situation, which is what we would have, so we would still be
using TLRs in the AEP or PIMone, and it woul d affect
obviously Mdwest 1SO entities, so | don't think a
nodi ficati on woul d be needed.

W'd have to | ook at it because we haven't had
that opportunity but just off the top of ny head, | don't
think it woul d.

Q If it would becone a nore pernmanent situation,
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that AEP woul d be participating in the PJM market, under the
framework we're discussing, | assune the joint operating
agreenment woul d continue to stay in place as it is now,

t hen?

A If it was going to be longer-term yes, | guess
t hat woul d be the case.

Q It's ny understanding that the joint operating
agreenment or one of the aspects of that was the sharing of
i nformation between PIJM and M dwest | SO?

A Yes. There's extensive data sharing that has to
occur.

Q Wul d AEP's participation in PIJIM under the
di scussed nodel, inhibit the sharing of information or
enhance that in any way?

A I think we'd have to work with AEP and make
certain that we were getting the information that was goi ng
to be required by both parties. | think the docunent coul d
probably handle it but |I would certainly want to nake sure.
| think we would have to sit down with AEP and do that
jointly with PUIM It would be a three-party discussion to
make certain on that data being shared, that it was
accessible by all the parties. Because, as you know, AEP
bunps up agai nst many M dwest | SO nenbers, and we have
interconnections with AEP that are extensive, so we'd have

to make certain that that data is being shared, not just
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with PIMbut with the Mdwest |SO al so.

Q Thank you.

Turning to one of the other options we discussed
concerning AEP s participation yesterday, was an idea that
certain AEP nenbers would join PIJMand certain others would
not. | believe the discussion, at |east the main focus of
t he di scussion seened to be that the affiliates would
operate in the states of Virginia and Kentucky, and woul d
not participate in PIMand the other states potentially
woul d.

Under that type of a framework and assum ng the
ot her states participate fully in the PIM markets, how woul d
that have an inpact? Can you give ne sone idea of a
relative scale, if that's a better situation fromthe
M dwest | SO s perspective, or worse than the one we j ust
di scussed?

A If the one we were just discussing is interim |
think that's a better solution. Splitting up AEP -- and |
don't know the econom cs for AEP of doing that -- but just
saying to have AEP in at |east as nmany entities as you could
get into a market wwth PIMand the Mdwest ISOso it's
there, | think is a good goal. The economcs of splitting
it up, though, may make it difficult and I'mnot sure
they're running an integrated system That could be very

tough. | would put that lower on ny list of priorities of
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the way to approach it than sone others, | guess is the way
| would characterize it. It would create situations if
PIJM s handling everything for the AEP conponents that are
t here.
| guess we could work with themon that, and the

joint operating agreenent woul d probably work. Were you
start getting into other areas where people can opt out,
that gets a little troublesonme for ne. | nean, we have the
OVB and | know Conmi ssi oner Chappell e was on the phone
yesterday with her |eadership and others in the Mdwest, you
know, we have this, we've been working with the states
pretty actively. | would Iike to see sonething |like that
continue. You start bifurcating which states are in and
out, it gets alittle divisive.

Q O her than the aspects, the potential difficulty
t hat AEP and others would confront in trying to segregate
certain states or certain utilities fromparticipating or
not, can you give ne an idea, just fromthe power flows and
fromthe Mdwest |1SO s perspective of running the energy
mar ket and establishing a joint and common market with PIM
would it be better to have sone of the nenbers of AEP
participating in that market and not others, or would it be
better to have AEP participating in what I'Il call the AEP
i ght proposal?

A M. MlLaughlin, | understand the question. If we
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had, let's say, the AEP entities in Chio, Indiana and
M chi gan, which is where nost of the commerce is fromthe
M dwest perspective, that's where the trading is going and
that's where the power flows are. In Kentucky, the
conponent of AEP in Kentucky and in Virginia are of |ess
concern to me. Even though we have LGEE, that's not that
big a piece of it. | think if we wanted to get nore of AEP
in, get theminto the market and coordinating, | think
that's the way to go.

As you said, the power flows, and | think M.
Baker probably acknow edged yesterday with the amount of
business that's transacted, it seens |like nost of it was in
| ndi ana, GChio, and M chigan, as opposed to Kentucky and

Vi rgini a.
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Q | guess we started out in a way tal king about the
option that was originally pursued |ast July where AEP woul d
fully participate in the PIMmarket, and the joint and
common mar ket woul d be establi shed.

| believe you stated you felt at that tine that
the conditions inposed in that Order addressed your
concerns. |If AEP participated fully in the PIM market, and
Dayton al so participated, do you still believe that's the
best option for addressing the seans issues between you and
PIJM?  Assumi ng AEP -- their option would be accepted to go
to PIM

A Yes, | think the best option is to have themin.

And then the July 31st Order fromlast year addressed the
conditions laid out, the nine conditions that it said had to
be net.

W were confortable with that. W thought that
woul d acconplish the goals we had to nake sure it was as
seam ess as possible. Keep in mnd that it was never the
ideal situation to have AEP, Com Ed, Dayton, in PIJM but we
said we could live with that, as |long as those conditions
were net. W still think that can work, so, yes.

Q Thank you. 1'd like to shift gears a little bit
and kind of maybe get a little closer to hone and di scuss
sone questions relative to Aneren's participation in the

M dwest | SO
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Assum ng Ameren was successful -- and they
testified yesterday that they are working on a potenti al
settlenment in Mssouri to address the M ssouri Conmi ssion's
and the parties' concerns there -- assumng that's
successful and that they do reach settlenent, could you give
us sone idea, fromthe Mdwest | SO s perspective, how | ong

it would take to integrate AEP, or are there any steps --

excuse ne, | apologize. | think |I said AEP. | neant
Aner en.
A | heard Aneren.

(Laughter.)

THE WTNESS: Actually, the tinmefrane we need is
really about 60 days, and 30 of those woul d be because the
custonmers woul d schedul e service, start scheduling 30 days
in advance, so we really only need about 30 days, naybe even
| ess than that to get themoperational at this point.

Most of the work has been done to have themfully
operational. The sanme is actually true for Illinois Power.
W have been working with themfor a long tine, and we woul d
only need about 30 days to get either one of them
operational, because they are already nodeled in our system

The only thing we've got left to do is train sone
peopl e at both ends to take care of data transfers and
finalize some things related to lost matrices that have to

occur right before they go live. So you' re |ooking at 30
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days and then another 30 days to start the scheduling.
BY MR MLAUGHLI N:

Q You raised the issue of Illinois Power. Just so
| can understand, incorporating Areren into the Mdwest |SO
woul d not be contingent on Illinois Power's decision to
participate in the Mdwest 1SOor in PIM is that correct
fromthe Mdwest | SO s perspective?

A From our perspective, it is not, that is correct.
But | think Illinois Power -- Aneren is very key to the
M dwest I1SO  You have to understand that. W do not have
connectivity between the eastern and western portions of the
M dwest | SO wi t hout Ameren there.

If they aren't part of the Mdwest |1SO you have
to start | ooking at other options, perhaps doing a dynam c
schedul e across themor sonething, but they are very key to
the Mdwest | SO

Q Wien you say Ameren is key to the Mdwest |SQ
fromthe east and west, could you give ne a little bit
better understanding of what you're tal king about there?

A Sure. The conpani es on the other side of Aneren,
the only lines that connect, let's say, G nergy, the
conpanies in Indiana, with those to the west of the |Iowa
conpani es, and then all the ones up in Wsconsin and
M nnesota, Ameren is the only connection we have between

t hem
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Wthout Ameren, you' ve bifurcated the M dwest
| SO

Q Thank you. | appreciate that. Yesterday, |
asked M. Witely a question relative to the M ssour
proceedings, and if a settlenment was not able to be reached
in that proceeding and they ended up having to go to
litigation, or ended up taking a long tine to work that out,
the idea of potentially phasing Areren's participation and
havi ng Areren join the Mdwest | SO now and Aneren UE join at
a later date, | believe he identified sone potenti al
barriers to doing that.

I think one of themwas the central dispatch in
their control room But fromthe Mdwest |SO s perspective,
woul d that nmake sense? Does it hel p? Could you give ne
sone under st andi ng of how t hat woul d pl ay?

A Wthout Areren UE, that part of it creates the
connectivity between the east and western portions of the
Mdwest ISO  Areren CIPS, being in Illinois, doesn't
provide all of that.

So, fromour perspective, we really need them

both, and, you know, |I'd have to defer to M. Witely on the

economics of it. | don't knowif they have been two
separate control areas. | presune that at one tine, they
probably were. | assune that they have consoli dated that
si nce then.
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From our perspective, is it feasible to bring in
Aneren Cl PS ahead of Anmeren UE? It's feasible if we have

the information and the data and they are able to give it to

us.

That's going to be nore the key, from Aneren Cl PS
alone. | don't even know that we've even | ooked at that as
a possibility. | know we haven't |ooked at it.

| think it would be best to have Aneren in
totality. dearly, that's the best answer, and, as | said,
with just Ameren A PS, we still wouldn't have the
connectivity we need fromthe east to the west.

Q If I can understand it then, it's ny
under standi ng that Areren CILCO is already a nenber of the
Mdwest I1SO is that correct?

A That is true, yes.

Q But to kind of take what I will call the
potential increnental phased step of having Aneren CPS
participate in the Mdwest |1SO, really does not address the
fundanental concerns, problens, or issues of the M dwest
| SO and that's connectivity between its east and west

because of Anmeren UE.

A That's right.
(Pause.)
Q I just have a couple nore questions. Yesterday,

it was discussed that the potential sale of Illinois Power
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and the purchase by Exelon, if that occurred, Exelon's
proposal or viewthat it would want Illinois Power to
participate in the PIM market, how, if at all, would that
inmpact the Mdwest 1SOin its establishnment of its energy
markets or in other ways?

A Vell, | think it's nore what the inpact is going
to be on Areren just fromestablishing the energy nmarkets.
My concern there is, again, if people are given an option
every time somet hi ng changes, to change their decision on
what RTO they are going to be in, it creates a | ot of
uncertainty.

I mean, Wall Street is going to be wondering
what's going on. At least fromthe Mdwest |SO s
perspective, we're doing financings, and then to have things
change again where there's nore uncertainty, that's going to

create a problemfor ne.
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You end up with who's in, who's out. Are you
going to be able to conplete the market? Are you going to
have a market if Aneren is not there?

So the decision of taking Illinois Power to PIM
on the surface, it sounds like, well, that's okay.

But when you dig down deeper into it, it wll
create sone problens. At |east perceptions are going to
have to be overcone if that occurs. Anmeren's going to have
sone problens with it, as they stated yesterday.

So as soon as there is a perception of a problem
it creates uncertainty in the financial markets, which is
going to be problematic for ne when we try to finance the

bal ance of our market options.

The question you asked was, will it inpact the
market? | think fromthat perspective it will because other
conpani es are starting to look at, well, what if we do this

or that? It just creates nore uncertainty and then they
start deciding maybe I want to be sonewhere el se or do
sonething differently now.

So |l think it could very well inpact the narket
being put in. But froman operational standpoint solely,
can we put a market in without Illinois Power? | guess the
answer is yes. Are we going to be able to get it done is
anot her issue just because of all the other issues it would

create.
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Q I think you stated earlier that you have nodel ed
the Illinois power systemand are in a position that you
could incorporate it into the Mdwest 1SO | think you said

in not 60 days?

A It woul d be a maxi mum of 60 days. W have about
two to three weeks of work to do. Then we have, we need 30
days for people to schedule service. They schedule 30 days

in advance. That's why it would take about 60 days.

Q Coul d you give ne sone idea of the resources
expended in anticipation of Illinois Power's joining the
M dwest | SO?

A [''mnot sure what we spent, M. MLaughlin. |

know we' ve dedi cated sone resources to it just like we did
with any entity that would be joining the Mdwest 1SO W
had comm tnents that we would repay the exit fee they had
paid in the Mdwest |SQO VW were working with themon the

return of the Alliance fee, which we were intending fromthe

Comm ssi on, and working on financing that for them 1'd be
guessing. | really don't know t he nunber.

Q If you could supply it for the record?

A We'd be happy to find it and get that nunber for
you.

Q Just give us sone idea. We'd appreciate it.

A Yes, we'll do that.

The | ast question. This proceedi ng has focused
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on the former Alliance conpanies that have nade election to
join either the Mdwest 1SO or the PIM The Conmi ssi on
recently acted on an order with Gid Arerica and M dwest |SO
concerning First Energy and Northern Indiana Public Service.
| just wanted to verify, it is ny understanding that those

conpanies are prepared to join Gid Amrerica and go

operational within the Mdwest |SO tonight, | believe?
A At mdnight tonight they will be operational.
Q They wi Il be operational ?
A Yes.

MR MLAUGHLIN. Thank you, sir.
PRESI DI NG JUDGE: M. Bardee?
MR BARDEE: Your Honor, | have a question or two
I'd like to ask at this point.
CROSS EXAM NATI ON
BY MR BARDEE:

Q M. Torgerson, focusing back on AEP, and
conparing the proposals to fully integrate AEP into PIJM
conparing themto AEP's proposal in its testinony yesterday,
whi ch of those two proposals fromyour perspective would
produce the nore econom cal use of facilities and resources?

A From ny perspective it would be the full
i ntegration because you're going to have the centralized
di spatch of the generation which PJIMwould then have. |

beli eve that would be a nuch nore econom ¢ use of the
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assets.
Q Wuld that full integration between those two
proposals, full integration would yield | ower overall costs

for custoners in the region, is that right?

A That woul d be the hopeful outconme, yes, that you
woul d have | ower costs as a result of the centralized
di spatch, and | think PJIM1 know has done anal ysis every
year to show how the costs of energy have cone down, as a
result of their econom c centralized di spatch.

Q That's the outcone you woul d expect.

A That's the one | think everybody woul d expect and
hope for, yes.

PRESI DI NG JUDGE: Anything further fromstaff?

Kevi n?
CRCSS EXAM NATI ON
BY MR KELLY:
Q Good norning, M. Torgerson.
A Good norning, M. Kelly.

MR KELLY: Your Honor, would it be appropriate
or possible to hand M. Torgerson a report that the North
Anerican Electric Reliability Council filed with the
Conm ssi on and ask hima question about one of the
paragraphs? | have extra copies for the Bench and the court
reporter.

PRESI DI NG JUDGE: You may proceed to do that,



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

276

yes.
(Docunents handed to Presiding Judge, Comm ssion,
counsel and w tness.)
PRESIDING JUDGE: | will ask staff to be sure
that we get extra copies for all the parties in the room
On that note, | have extra copies of what we narked
yesterday as Exhibit S 1 on the Bench. | wll nake those
avai | abl e to anybody that wants them
Let me just identify this as Exhibit S-2.
(Exhibit S2 was nmarked for
i dentification and received
i n evidence.)
PRESI DI NG JUDGE: You may proceed.
BY MR KELLY:

Q This is a report filed with the FERC by the North
Anerican Electric Reliability Council, Docket ER02933000,
entitled "Final Report on Market Redispatch Program™ It's
signed by David Cook dated Septenber 11, 2003. | just
wanted to revi ew one paragraph and then get your comments on
it and ask you a few questions about it. | read the
paragraph now. It's only two sentences.

MDR, which stands for NERC s market based
redi spatched program which, let ne say, was intended to be
an inmprovenent to the TLR system for managi ng congestion in

the Eastern interconnection. The sense is MDR has pointed
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out the practical difficulties of trying to marry point to
poi nt transm ssion service and reliability based
transm ssion loading relief with a market based redi spatch
regi ne.
As the Comm ssion has surm sed, a conprehensive
mar ket based congesti on managenent sol ution, such as that
of fered by | ocation based marginal pricing, is a practical
and effective solution and far superior to market redi spatch
for dealing with congestion. | do have sone questions about
that statement and the situation evolving in the M dwest.
First 1 wanted to see if you wanted to offer any
comment on any rel evance of that paragraph to the
pr oceedi ngs today.

A Qur opinion has been that the | ocational based
marginal pricing is the best nethod for dealing wth
congestion managenent. | have to admt I'mnot all that
famliar with the market redi spatch and | know about TLRs
and so forth, which is in place today.

Q Let me ask you, then, a closely related question.
If TIMand M SO use LMP, and AEP were to rely on TLRs, can
the LMP systemwork effectively or even work at all to
manage congestion in the Mdwest and can it work to assure
reliability as the replacenent for a TLR systemif the
backbone connecting the Atlantic seaboard with the M dwest

is not using that systen?
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A I think having an LMP based systemis better.
You asked ne, can it work?

Q Can it work effectively and then can it work at
all?

A The systemthat we're tal king about with LMP on
PJM TLR and AEP and then an LMP in the Mdwest ISO If the
question is, can it work, the answer is, yes it can work,
because it's working today. 1Is it the nost effective and
the best? No.

The best answer would be to have LMP across the
entire area. |If the questionis, can it work, | guess |I'd
have to say yes, it happens today, but we're using TLR in
the Mdwest |1SO and they use LMP today in PJM and many ot her
pl aces. Is it the best answer? No. TLRis a very
inefficient, blunt instrunent that takes considerable time

to inplenent.
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Q Anot her question in the sanme situation. |f you
had | ocational marginal pricing in PIMand M SO, as TLRs in
the AEP system can that work to manage congestion
effectively in AEP given that the data needed to run a TLR
systemto put into NERC s interimdistribution cal cul ator,
cones frominformation fromall the surrounding systens as
wel | as LMP systens that wouldn't be using or relying
primarily on a TLR system you'll be clearing your nmarkets
close to real tine.

Yet, as | understand the TLR systemrequires sone
advance notice of what transactions are going to take place
in order to get the data to run the calculator to say
whet her TLRs need to be inpl enented.

A It woul d be doubl e work because we'd have to be
putting in the information into | think it's the IDC to get
the cal cul ations of the TLR as they woul d occur, whereas in
the LMP system you just don't do that any nore.

So it would be additional work that woul d have to
be done both by PIMand the Mdwest I1SO Again, it is
clearly not the nost efficient way to operate.

MR KELLY: Thank you.

PRESI DING JUDGE: M. Kelly, | believe you said
MOR. Did you nean NMRD?

MR KELLY: Yes, MRD, thank you.

PRESI DI NG JUDGE: Any ot her questions from staff



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

280

of this w tness?

(No response.)

PRESI DI NG JUDGE: M. Chairnman?

CHAl RVAN WOOD: M. Torgerson, on one of the nore
haunting days in the other roomthat | had, when the market
consultant, M. Patton, was tal king about the potential for
mar ket mani pul ati on al ong the jagged seam bet ween PJM and
M SO, our experience further to the west of that on market
mani pul ation, even with relatively straight seans, is pretty
thin, I think, in all three of our nenories.

One of the solutions, | think, that canme out of
t hat discussion and the subsequent flurry of back and forth
di scussi ons between fol ks in your world and folks in the PIM
and market participants, was that sone nunber of aspects
woul d be nailed down in this joint operating agreenent and
that further ones woul d be resol ved when the conmon nar ket
is achieved in Cctober of '04.

First of all, did | understand that those are the
two fora by which the market potential gam ng opportunities
seans issues, | guess | would call themthe market based
seans, as opposed to reliability based seans issues -- are
those the two fora in which those issues woul d be conpletely
resol ved, the JOA and commencenent of the common mar ket
between the two RTGs?

THE WTNESS: Yes. In the joint operating
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agreenment we have a provision in there that both PIMand the
M dwest I1SO will adopt whatever cones out of the inquiry
that's going on right now relating to the discussion that we
were just tal king about. Both Dr. Patton and Joe Bow i ng
fromPIMfiled the joint testinony and comments, | believe.
W have commtted in the joint operating agreenment to

i ncor porate whatever the Comm ssion determnes in the joint
operating agreenent to alleviate any opportunities for

gam ng while the joint operating agreenment is in place.

Then the second view you' re tal king about is the
common market. | believe once you have the common market in
pl ace, then you have the market on the entire region. Then
t he i ndependent nmarket nmonitors for both PIJM and M SO woul d
be | ooki ng on things on exactly the sanme basis, which I
t hi nk should inprove the inability to mani pul ate the market,
so that it shouldn't happen.

CHAl RVAN WOOD:  But the JOA has a pl ace hol der
basi cal | y?

THE WTNESS: It has a place hol der, yes.

CHAl RVAN WOOD: I n thinking through the AEP i ght
proposal yesterday, what does that proposal, if adopted, do
to address or not address M. Patton's issues on gam ng and
mar ket mani pul ati on?

THE WTNESS: |'mnot certain. First off,

don't think it was contenplated by Dr. Patton. | know he
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had grave concerns about the market to non market. He at
the tine was assum ng AEP was going to be integrated into
PJM sooner, so | think it woul d probably exacerbate his
concer ns.

CHAl RVAN WOOD: W' ve asked a nunber of parties
to give us sone thoughts 10 days from yesterday, so | guess
nine days in reaction to the AEP proposal, which cane out
last Friday. | would like to invite MSQO, particularly with
M. Patton looking at it fromthat perspective, to give us
sone feedback and we'll ask M. Bowing to do the same for
PJM to look at that. They can feel free to consult, but
that would be useful information for us in analyzing the AEP
al ternative proposal

THE WTNESS: W will definitely get Dr. Patton
to comment on it.

CHAl RVAN WOOD: The expectation that 1P woul d be
part of M SO cones from what event or what series of events?

THE WTNESS: Once, | guess it was TransEl ect had
an of fer and had accepted to purchase the I P transm ssion
assets. They had stated they would then bring those assets
into the Mdwest 1SO W' ve had ongoi ng di scussions with
the Illinois Power folks. W had traded a nenorandum of
under st andi ng whi ch had not been executed that tal ked about
how they would cone in. That has been ongoi ng for nonths

and we've been working directly with Illinois Power since
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t he TransEl ect deal was struck to have themin the M dwest
SO so it's been going on for quite a while.

CHAl RVAN WOOD: One of your nenbers, First
Energy, is a nenber of both PIMand M SO \Wat issues arise
when the sane corporate parent has an operating utility in
two different RTGs?

THE WTNESS: To be honest, | have not heard of
any operating issues that they've had. | think there may be
sone separation, but the old GPU assets are in PIJM

As of mdnight tonight, First Energy in Northern
Chio and a piece of Pennsylvania will be in the Mdwest |SQO
| have not heard themtal k about any operational issues.

CHAl RVAN WOOD:  Thanks.

PRESI DI NG JUDGE: Any ot her questions fromthe
Comm ssi on?

COW SSI ONER MASSEY:  Yes. M. Torgerson, do you
believe that there will be economc benefits that wll flow
fromthe execution of the joint and conmon nmarket in the
M dwest ?

THE WTNESS: Yes | do.

COW SSI ONER VASSEY: Do you believe there wll
be reliability benefits that flow fromthat?

THE W TNESS: Yes.

COW SSI ONER VASSEY:  What woul d be those

reliability benefits?
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THE WTNESS: | think once you have the joint and
common mar ket, you have everyone, will have the economc
di spatch in both entities probably earlier than that. The
benefit you're going to get fromreliability is you will
have nore coordination of the information directly because
the custoners will be going to one site several sides wll
i mredi ately see them That doesn't nean we won't have the
data flow ng back and forth beforehand so it nmay be a snal
incremental inprovement in reliability.

But | think you could say there probably woul d be
sone.

COW SSI ONER MASSEY:  Is it your testinony that
we should all seek a stronger coordination of electrical
facilities in the Mdwest?

THE WTNESS: Yes, |'d have to say we probably
need stronger coordination.

COW SSI ONER MASSEY:  Thank you.

PRESI DI NG JUDGE: Anything further fromthe
Conmmi ssi oner s?

(No response.)

PRESI DI NG JUDGE: Thank you very mnuch for your
testinony, M. Torgerson. You are excused.

(Wtness excused.)

PRESI DI NG JUDGE: At this point we can proceed to

hear the testinony of other invited entities. The
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Conm ssion's order invited other interested parties to
subm t testinony.

Before | do that, I'd just like to ask the staff
of the Commssion if there is any other entity that they
want to hear frombefore we do that?

CHAl RVAN WOOD:  Chai rman Schrei ber from Chio. |
know you indicated you mght yesterday. | don't want to put
you on the spot.

MR SCHREI BER: Thank you
Wher eupon,

ALAN SCHREI BER
a witness having been called for exam nation, and, having
first been duly sworn, was exam ned and testified as
fol |l ows:

PRESI DI NG JUDGE: Pl ease be seated and identify
your sel f.

THE WTNESS: M nane is Alan Schreiber, Chairnman
of the Public Wilities Comm ssion of Chio. M address is
180 East Broad Street, Colunbus, Chio 43215.

| do appreciate the opportunity to cone before
you. It was not anticipated that | would be doing this
because, as will other parties, we intend to file within the
next nine days comments with respect to the issues that have
been raised. And I feel that, having sat in this roomfor

ei ght hours, and I'm not accustoned to sitting in an
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audi ence for eight hours and listening to proceedi ngs, | was
very inmpressed. | was very, | would say, alert wth what
was going on and it has led nme to several conclusions, which
| think I would like to share, or at |east ny concl usions,
maybe observati ons.

The overwhel m ng nessage that has conme through in
this proceeding is that this stuff can go on and on and on,
a classic clash between public policy and private interests.
And not only that, it's a clash within each one of those
cat egori es.

There are public policy makers that are cl ashing
over what needs to be done as well, as we have heard, with
the private interests. | think what we all have to consider
as an economst, | think this way, that everybody does and
pursues what's in their own best interests. The many
conpani es that are here are all represented by very
honorabl e and intelligent people as we all know. They are
all there to maxi m ze sharehol der value. They are there to
maxi mze profits and, in many cases, to maxim ze, | guess,
their own visibility in the world in which they operate.

| can say the exact same thing for those who
represent the private interests, which are primarily the
st at es.

If, in fact, private interests do not agree with

one another, | think the optimumstrategy on their part in
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pursuing their interests would be to drag this out as |ong
as they possibly can. That would nmake sense to ne if | were
not getting ny way and I felt that I would be well served by
seei ng how far these proceedings could go on. Tinme is
sonething that is on their side and they will carry it out.

In the public real mwe have states, many of whom
wap thenselves in this whole shroud of preenption. No one
likes to be preenpted. The feds are not going to preenpt
us, as is often said. The States of Virginia and Kentucky,
two states that have basically walled thensel ves fromthe
rest of the region, |I think in the short run, may be maki ng
sonme sense.

I think in the long run, they' re absol utely going
to shoot thenselves in the foot if they continue along this
policy. In the long runit's going to be very, very bad for
those states who fail to nove along with the rest of the
region. There are state comm ssions and conm Ssi oners.

W' ve heard fromstate comm ssioners who are absol utely
opposed to federal preenption of anything.

As a nenber of the National Governors Association
task force, at one point I was the only Conm ssioner, if I
recall, that advocated for a FERC backstop on a siting
issue. Today | think I"'mstill the only one who believes
that siting should be an issue, that while the states m ght

pursue it, it is absolutely essential that there be a
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federal backstop. Qherw se, again, we get nowhere.

| think this is a fairly critical issue and |
think that state conm ssions, as | have said, whereby nmany
of thembelieve that the FERC or any federal agency, is
sonething that is anathema to their interests.

If you took any of those state conmm ssioners and
you put themin this seat, | think their phil osophies m ght
flip pretty quickly. Wat comm ssions do seemto agree on
at least in the Mdwest and the Md-Atlantic, is that it
woul d be in everyone's interest to have a single,
overarching systemoperator. | wouldn't want to specify
whet her that would be an RTQ an ITC. It's not that
inmportant at this point. It could be through joint
operating agreenents if that acconplishes the sane role.

Neverthel ess, as | have already said, there's
pl enty of disagreenent within each category as we've heard
yesterday and today and it's a little bit disheartening to
see that the overwhel mng nmessage is t hat this could go on
and on. | don't think it's going to be resolved in
negot i ati ons.

For exanple, why would Virginia and Kentucky, if
they believed as strongly as they do, negotiate sonething to
settle? If they were, why would not Cnhio and M chi gan and
I ndi ana say, well, we want the sane deal? | just don't

t hi nk negotiations are going to get us where we need to get
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to particularly since they' ve gone on for many years. |'ve
got staff here that's been here for years comng to these
meetings. | think that you nenbers of FERC, and | know this
positively because having been on the Comm ssion in the
'80s, and I was Chairman for the last four and a half years,
|'ve had a lot of interface with the Federal Communi cati ons
Comm ssion, as well as the FERC and at no tine ever has
there been a group nore engagi ng and sensitive to state

i ssues or state conm ssioners than have you

W deeply appreciate that. Now | have to tel
you it's tine to pull the trigger. | inplore you to do that
very qui ckly, because this will go on for a very, very |ong
time ot herw se.

Thank you for the opportunity.

CHAl RVAN WOOD:  Whi ch way do we point?

(Laughter.)

THE WTNESS: W' ve got nine days to tell you

(Laughter.)

CHAl RVAN WOOD: Thank you. | do wel cone your
coments fromthe State of Chio and those fromthe other
partici pating comm ssions who are not represented by their
comm ssi ons today, but we do welcone all the input fromthem
and the market participants in nine days.

COW SSI ONER BROMNELL: | wanted to thank

Chai rman Schrei ber for his | eadership in many fora. He has
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sonetinmes been the lone ranger. | just want to ask you
because the issue of reliability has conme up and, depending
on which side you are on, you use it any way you can.

But you were at the epicenter of August 14th.
You' ve been actively involved in the DOE task force. You've
been doi ng your own investigation.

Is there anything at all that you have seen that
woul d suggest to you that going slower would be better?
Clearly we need to incorporate whatever |essons we've
| ear ned.

But is there any | esson we've | earned from August
14t h regarding the kind of direction this Comm ssion has
gi ven?

THE W TNESS: Being privy to sonme of the
information that has come out of that investigation to this
poi nt, of course, it's not over yet, w thout draw ng any
conclusions. | see no virtue in holding things up and
sl owi ng things down. | see none what soever.

COW SSI ONER BROMNELL: Thank you again for being
her e.

PRESI DI NG JUDGE: Thank you. You are excused.

(Wtness excused.)

PRESIDING JUDGE: | think we're now going to
proceed to take the testinony of the other invited entities.

The first on that list that | have is Detroit Edi son
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Conpany, the testinony of Terry Harvill.
Wher eupon,
TERRY S. HARVI LL,
a witness having been called for exam nation, and, having

first been duly sworn, was exam ned and testified as

fol |l ows:
DI RECT EXAM NATI ON
BY MR SM TH.
Q Pl ease state your nane, title and business
addr ess.
A My nane is Terry S. Harvill, director of

regul atory affairs for the Detroit Edison Conpany. M
address is 2000 Second Avenue, Detroit, M chigan 48226.
Q Are you the sane Terry S. Harvill that filed
testinony in this proceedi ng on Septenber 23?
A | am
MR SMTH  Your Honor, M. Harvill's testinony
and exhi bits have been nunbered as Exhibit Nunmbers DE-1, DE-
2 and DE-3 and they' ve been given to the court reporter.
(Exhibits DE-1, DE-2 and DE-3 were
marked for identification.)
BY MR SM TH.
Q M. Harvill, do you have your testinony in front
of you?

A | do.
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Q Do you have any changes to that testinony?
A | do not.
Q If I asked you the questions in your prefiled

testinony today, would your answers be the sane?

A They woul d.
Q Pl ease summari ze your testinony.
A I will, thank you.

Judge Cowan, Chairman Wod, Conm ssioner Massey,
Comm ssi oner Brownell, staff, | would like to thank you for
this opportunity to testify on the Commission's inquiry into
RTO i ssues.

The Conm ssion's decision in these matters is of
great inportance to all consuners throughout the super
region, the MSO PIJMand Al liance Conpany footprints.

Bef ore summarizing ny testinony I'd like to read
sone statenents on RTO formation to the Commssion. At this
stage in the transition to a nore conpetitive marketplace, |
would like to inpress upon the FERC the inportance of
decisive and tinely decision making. | respectfully submt
that, if the FERC wi shes to further the goals of conpetitive
electricity industries through decisive action on RTGs, the
carrot, or voluntary, approach may be | ess effective in this
case.

A voluntary approach to RTO formation will result

in excessive delays in the process of noving transm ssion
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owning electric utilities into appropriately constituted
RTGs. There's already been too nuch delay. The Conmm ssion
nust renove transm ssion owners fromthe RTO drivers seat as
soon as possible. The Conm ssion should act as the driving
force to require the provision of a nondiscrimnatory
transm ssion service under properly structured and
appropriately constituted RTGCs.

The Conmi ssion need not all ow transm ssi on owner
utilities to dictate the terns and conditions under which
they will participate in an RTO | nade these statenments to
the Conm ssion in February 1999 as a Conm ssioner of the
II'1inois Comrerce Comm ssion, and | could not have inagi ned
after four and a half years, these statenments would still be

applicable to RTO formation in the M dwest.
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I"d like to read one other statenment before |
continue. Consistent and vigorous federal |eadership to
pronote efficient and open markets does not tranple on
states rights. It enhances them That sounds famli ar,

Chai rman Wod. It was a statenent that you nade on February
11th at the St. Louis Regional Transm ssion O ganization
consul tation sessions with the FERC

At this point in tinme, the Comm ssion nust act
decisively to require the former Alliance Conpanies to
participate in rationally configured, independent, not-for-
profit RTGs that can enhance reliability and manage al
system operations in the M dwest Region

It's inportant to note that Detroit Edi son and
Consuners Energy have been the poster children for the
tinmely inplenmentation of the Comm ssion's RTO policies. For
exanpl e, both utilities performthe so-called seven-factor
test to delineate between transm ssion and distribution
facilities.

W' ve establ i shed non-pancake transm ssion rates
within the State of Mchigan. W've joined the Mdwest |SQO
and we' ve divested our transm ssion assets to i ndependent
third parties.

O utnost significance, the costs of inplenenting
t hese i npl enenting these actions were borne by the

sharehol ders of the utilities and their own native | oad
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custonmers within Mchigan. However, if the reward for
tinmely conpliance with the Commssion's RTO policies is to
have M chi gan ratepayers subsidi ze the RTO formation cost
with the former Alliance Conpanies, costs that are
appropriately borne by the sharehol ders and native | oad
custoners of those utilities, the Mchigan entities wll
reeval uate their own RTO choi ces.

In one sense, what you heard yesterday was
refreshingly clear and sinple. The main inpedinents to
having the fornmer Alliance Conpanies join and RTO are about
noney. The inpedi nents have al ways been about noney and
wi Il continue to be about noney.

Both Com Ed and AEP plainly stated their
i ndi vidual RTO choices and the conditions they place on RTO
participation are based on the individual business interests
of their vertically integrated, for-profit conpanies.

Com Ed wants its generation to have access to
hi gher priced PIM nmarkets when it states that Com Ed j oi ned
PJM because PIJMis, quote, "the natural market for
generators connected to the ComEd system"” and that PJM has
been the nost inportant sink for exports fromthe Com Ed
ar ea.

For their part, while Ms. Tomasky and M. Baker
state that AEP's proposals wll elimnate rate pancaking in

t he conbi ned region, they nust also include both a



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

296

transitional revenue neutrality nechanismand a | ong-term
solution to the cost-shifting issue for the full footprint.

Simlarly, M. Draper indicated that one of the
two fundanental interests for AEP was protecting the val ue
of the AEP transm ssion system

What do these statenents by AEP nean? They
sinply nean that quite apart from AEP's cost of providing
transm ssi on service, AEP wants to naintain the revenue-
producing ability of the AEP transm ssion systemto remain
as a seam

This is true for the transition period where the
revenues are in the formof |ost revenue paynents. It's
also true in the future on an ongoi ng basis where the
Conpany wants to collect revenues for elimnating the seam
between irrationally-configured RTGCs.

Wth regard to the future, the pricing notion on
t he white paper suggests that the pancake elim nation
bet ween RTGs, such a nmechani sm nust be based on a
rational | y-configured RTO

If it's applied to poorly configured RTGs, it's
nmerely a nodified formof reintroduci ng pancaked rates. The
Comm ssion has three choices for use in the pricing notion
of the white paper.

It can create rationally configured RTGs and

i mpl erent the pricing notion for trading between these RTGs;
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it can mtigate irrationally-configured RTGs by creating a
single, super, regional RTOthat internalizes the irrationa
seam In this instance, the pricing notion would apply only
to the seans between the super regional RTO and ot her RTGCs.

It can apply the pricing notion al ong the ragged
seam bet ween the M SO and PJM created by the RTO choi ces of
the former Alliance Conpani es.

The first option is optimal; the second is
acceptable; the third option is unacceptable. It sinply is
a nodified reinstitution of rate pancaking. It's the third
option that AEP is stating is the only way, as Dr. Draper
put it, to maintain the value of the transm ssion assets of
AEP.

Let ne be clear: There's nothing wong with the
former Alliance Conpanies acting in the best interests of
their shareholders and their native | oad custoners.

However, the individual business interests of vertically
integrated transm ssi on owners shoul d not be accommodat ed at
t he expense of Conm ssion RTO policy.

Nor shoul d those individual business interests be
accommodat ed at the expense of consuners that Comm ssion
regul ation is supposed to protect. As | stated in February
of 1999, the Comm ssion cannot allow the individual
interests of vertically integrated, for-profit utilities to

dictate, distort, or supersede RTO policy that is in the
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public interest.

Finally, with regard to the transitional revenue
neutral ity mechani sm proposed by the fornmer Alliance
Conpanies, | want to first note that such a nechani sm has
nothing to do with the transm ssion owners' costs of
providing service. And it is not necessary to serve a
transm ssion owner's opportunity to recover its revenue
requirenent.

Second, as | nentioned earlier, the costs of de-
pancaking, if any, have traditionally been borne by each
transm ssion owner's own native |oad custoners in the form
of a revised transm ssion rate.

Thus, the cost shift fromthe previous neans of
elimnating rate pancaking, that is, the neans used in
establishing the California, New York, New England and PJM
| SGs, is a cost shift fromthe forner Al liance Conpanies'
native | oad custoners to the custonmers of other utilities
already in an RTO

Third, the specific |ost revenue nethodol ogy
preferred by the former Al liance Conpanies is based on an
overly narrow vision of who benefits fromthe use of the
transm ssion systemw th off-systemsales. Wile the | oad
served benefits, generation owners benefit, marketing
entities benefit, and as we | earned yesterday, AEP s own

retail native |load custoners benefit in the formof revenue
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credits to their cost of service.

Due to its design and overly narrow definition of
who benefits fromusing the transm ssion systemto nmake of f-
system sal es, the particul ar nmet hodol ogy favored by the
former Alliance Conpanies represents nore than a threefold
increase in the transm ssion costs paid by the transm ssion
custonmers of those utilities. |t nmakes custonmers worse off
than if rate pancaki ng were naintai ned.

The exanple in ny testinony uses the transm ssion
revenue Detroit Edison paid to AEP as a transm ssion
custoner in 2002, which was approximately $7 mllion. This
is conpared to an estimated paynent of $27 million to AEP
for 2002, using the specific nmethodol ogy preferred by the
former Alliance Conpanies.

A major reason for this effect is the
nmet hodol ogy' s failure to consider who actually paid the
transm ssion revenues to the transm ssion owner in the
historical period, i.e., who was the transm ssion custoner?
Rather, it focuses on where the delivered energy was
consuned. The net hodol ogy rearranges the actual business
arrangenments in the historical period, and transforns the
zonal | oad where the energy was consumed into a single
nonol i thic transm ssi on custoner.

Using AEP as an exanple, if Detroit Edison were

AEFP' s transm ssion custoner for a transaction that inported
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power to the I TC Zone, AEFP s receipts would show t hose
transm ssion revenues paid by Detroit Edison to AEP.

However, if Detroit Edi son bought bundl ed power
froma marketing affiliate of AEP or any other entity using
the AEP system and the negotiations were such that the AEP
affiliate or the other entity was the transm ssi on custoner
AEFP s receipts woul d show transm ssion revenues paid by the
affiliate or the other entity, not Detroit Edi son.

Yet, the specific methodol ogy preferred by the
former Alliance Conpani es places the burden of collecting
| ost revenues on the | oad served by such transacti ons and
not on the transm ssion custoner that actually paid the
revenues to the transm ssion owner.

| believe the issue of |ost revenues as an
i mpedi ment to RTO formation, would be largely elimnated if
the former Alliance Conpanies were to accept or the
Comm ssion were to require that |ost revenue recovery be
[imted to that which any transm ssion custoner actually
paid to a transm ssion owner in a recent historical period.

At least that's ny definition of revenue
neutrality.

Not wi t hst andi ng the fact that transm ssion owners
have elim nated rate pancaki ng wi thout |ost revenues, and
Detroit Edison's belief that |ost revenue recovery is not

necessary to protect the individual business interests of
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transm ssion owners, Detroit Edison would set aside its
argunments on | ost revenue recovery, would settle those | ost
revenue issues with the former A liance Conpani es today, if
t hose conpanies were willing to accept a | ost revenue
paynment based on the actual transm ssion revenues paid by
Detroit Edison as a transm ssion custoner in a recent 12-
nont h peri od.

Finally, simlar to Dr. Draper's coments that
AEP wi || vigorously oppose splitting the AEP transm ssion
system and any solution to the current inpedinents to RTO
formati on that conprom se corporate interests, please let ne
assure you that Detroit Edison will vigorously oppose any
mechani smthat places a disproportionate share of AEP' s or
any other transm ssion owner's |ost revenues on Detroit
Edi son' s custoners or sharehol ders.

Thank you for the opportunity to testify. "1l
be happy to answer any questi ons.

MR SMTH  Your Honor, |I'd nove the adm ssion of
DE-1, DE-2, and DE-3.

PRESI DI NG JUDGE: Any objection to receiving
t hese exhibits into evidence?

(No response.)

PRESI D NG JUDGE: The af orenentioned exhibits
wi Il be received into evidence.

(Exhi bits Nunbered DE-1 through
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DE-3 were marked for
i dentification and received into
evi dence.)
PRESI DI NG JUDGE: Are there any Staff questions
of M. Harvill?
MR KELLY: Yes, there are.
PRESI DI NG JUDGE: You may proceed.
CROSS EXAM NATI ON
BY MR KELLY:
Q Good nmorning, M. Harvill. In your testinony,
you put a lot of enphasis on the reliability-enhancing
ef fect of maintaining the Conm ssion's scope and
configuration requirenents of O der 2000.
On page 6, you say that the scope and
configuration and requirenents of RTGs can help the
Commi ssion to realize the reliability benefits of RTO
formati on. For exanple, rationally-configured RTGs can
assist dramatically in the security of the grid to assure
the reliability standards are upheld and can increase the
efficient coordination of planned generation and
transm ssi on out ages.
Fol | owi ng that, on page 7, beginning at line 11,

you state that collectively, the Conm ssion's nine

conditions of its July 31st Order were intended to elimnate

the harnful effects of these RTO choices by, in effect,
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creating a single super-regional RTO that would internalize
or mtigate the effects of the irrational configuration

Then you conclude with "However, inplenenting all
aspects of the Commssion's July 31 Order has proven to be
difficult and costly. Qur previous wtness, M. Torgeson,
told us that -- | think he net all nine conditions of the
July 31st Oder and that they were just weeks away from
being filed with the Comm ssion before the August 14th
bl ackout .

Your testinony suggests it would be difficult and
costly to achieve the nine conditions, and | was hopi ng you
coul d el aborate on that statenent.

A At this point intinme, | don't believe that --
well, let nme strike that. Referring to the costly aspect of
it, Detroit Edison, along with nunerous other stakehol ders,
with regard to the Mdwest Region on RTO formati on, have
spent quite a bit of tinme and effort to address the
Comm ssion's conditions of its July Order of 2002.

I would respectfully disagree with M. Torgeson
that all nine conditions have actually been net at this
point in tine. Mst specifically, in June of this year,
during a settlenment conference, it was decided that the
M chi gan- W sconsi n hol d-harm ess condi tion could not be
settled and achi evenent of that condition could not be

achi eved and settl enment discussions at that point in tinme
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wer e broken off.
So with regard to that one, specifically, | would
state that | don't believe all conditions have been net.

Q Thank you. In several places in your testinony,
you call for a single super-regional RTO At one point,
heard that you neant by that, the joint and comon mar ket
bet ween AEP and PJM At anot her point, you say that a
| ogi cal, regional, wholesale electricity market has evol ved
-- I"'mreading frompage 7, line 20, and conprises states
that are contiguous to one anot her.

These states currently enconpass the ECAR and
MAIN reliability regions. | do not have the map, but | just
wonder if you can el aborate on what you referred to by a
singl e, super-regional RTO

A O course, | believe that Detroit Edison's
initial position on RTOformation is that which is stated on
page 17, beginning on line 19. W believe the single,
rational |l y-configured, independent, not-for-profit RTO

shoul d be devel oped to nmanage all systens within the M dwest

Regi on.

There is a al so an understanding that given where
we are in this process -- and | enphasize that it's been a
| ong and arduous process -- going to a single, rationally-

configured, independent, not-for-profit RTO may be

difficult, if not inpossible.
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My second best solution to the probl emwoul d be
that of the super-regional RTO which elimnates the seans
between the irrationally configured RTO that exists today.

Q Al so on page 7, you state that nenbership in this
RTO shoul d be mandatory for all regional transm ssion
owners, generators, and whol esal e market participants. D d
you have in mnd, a vehicle for the mandate, either
procedurally in the negotiation process, or a Conm ssion
Order, based on certain statutory authority or other neans?

A I"ve previously, in other forunms -- and | wll
state here today that | believe the FERC has the authority
to mandate participation in RTGs. |'ve nade that statenent
previously and | believe others yesterday and even today,
have nmade that point as well.

Q I"d like to conclude by asking you the sane
guestion | asked M. Torgeson -- two questions: If PJM and
M SO use an LMP system and AEP uses a TLR system can the
LMP system work effectively, both to nanage congesti on and
preserve reliability in that situation?

A | think the key word there is "effective.” |"m
not sure how effective that systemw | be.

There again, |ike ny previous answer to your
question, it's a second-best solution. It's not the primary
or the preferred nethodology that | think a | ot of people

would like to see in place in the Mdwest Region
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Q Simlarly, in the sane situation, if you have
TLRs in AEP, but the effectiveness of the TLR system
requires data fromthe surrounding area, which is not
primarily a TLR system but a systemthat uses a real-tinme
market to figure out what transactions are going to take
pl ace, and does a security-constrained conputer run to
determne if it's all simultaneously feasible, can that
systemwork effectively, if that conputer run, nonents
before the hour, say, is being done by an LMP systemin
whi ch the internal backbone grid is not participating? Do
you have an opinion on that?

A There again, | would just enphasize that anytine
you' re trying to conbine two fundanentally different systens
for managi ng congestion, it has the potential to create sone
serious problens, and the preferred nethodol ogy woul d have
one nar ket -based congesti on nmanagenent system

MR KELLY: Thank you.

306



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

PRESI DI NG JUDGE: Any ot her questions fromstaff?
M. MLaughlin?
CROSS EXAM NATI ON
BY VR MLAUGHLI N:

Q M. Harvill, | just have one question so | can
under stand your testinony. You talk about, | guess, your
preferred option being a well-defined region, and as your
second- best solution, the super region?

A Yes.

Q I thought in response to M. Kelly, you stated
t hat you recogni zed that to nowtry to pursue your preferred
option would be difficult, if not inpossible, to achieve?

A That's correct.

Q Am | correct that your practical solution or the
solution that you' re recomendi ng that the Conm ssion pursue
is a continuation of the super region with the nine
condi ti ons?

A That's correct.

If I could expand upon that? Detroit Edison and
Consuners Energy have acted in such a way, as | said in ny
testinony and ny statenent, do everything we can to support
the formation of RTGs in the Mdwest region. The admtted
self-interests and deci sions by AEP and ot her forner
Al l'i ance conpani es have created an irrational seamal ong the

sout hern border of Mchigan. The fact is if we don't nove
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to a super regional RTO in which that seam can be
internalized, Detroit Edison and Consuners Energy -- | don't
want to speak for Consumers Energy -- but Detroit Edison is
being put in the unenviable position of being isolated from
the rest of the Mdwest. Essentially, what you're doing is
just maintaining that pancaked rate between M chi gan and the
remai nder of the M dwest region.

MR MLAUGHLI N:  Thank you.

PRESI DI NG JUDGE: Anything further fromstaff?

(No response.)

PRESI DI NG JUDGE: M. Chairnman?

CHAl RMAN WOOD:  Conm ssioner Harvill, the
attributes of the super regional RTOQ try to be nore
specific there, elimnation of the rate pancaking for sure,
adn then also the internalization of the |oop flow that
woul d otherw se exist in two RTGs?

THE WTNESS: Correct. And also managi ng the
seam bet ween RTGCs.

CHAl RVAN WOOD: CQut si de, you nean, as between?

THE WTNESS: Between the two RTGs, between M SO
and PJM

CHAl RVAN WOOD: The nmanagi ng of the seam ot her
than rate i ssues and | oop flow i ssues, woul d be other
reliability and di spatch issues? Congestion nmanagenent

i ssues?
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THE WTNESS: Correct.

CHAl RVAN WOOD: Does the joint operating
agreenment, fromyour understanding of that, is that where
that's pointed?

THE WTNESS: | think it's headed in the right
direction, but at this point in time, | don't think we can
say conclusively that it addresses all of our issues.

CHAI RVAN WOOD:  So if the Conmm ssion were to
address, as we're in the process of doing now, the through
and out rate issues to and anong all these conpanies,
whether they're all the way in the RTGs yet, or not, the
joint operating agreenents, which would be kind of a stop
gap between now and Cctober of '04, which is when you' ve got
comon market rules on both the PIMand M SO side of the
fence, what then?

THE WTNESS: | think to your first point on the
elimnation of through and out rates, while that is
obviously a step in the right direction, the Conm ssion, |
bel i eve, held open the possibility of |ost revenue paynents
for the elimnation of that through and out rate, as well as
an ongoing, | believe M. Baker said, any |ost revenue
paynment would be for a period of tinme to be replaced by
sonething else in the future.

| think, as | said, while the elimnation of

through and out rates is a step in the right direction, the
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fact is the lost revenue paynents and the nechani sns
preferred by the former Al liance conpanies, puts Detroit
Edi son and other entities in the unenviable position of
payi ng nore for transm ssion than they previously had been
payi ng.

CHAI RVAN WoOD:  1'Il just, with any noney issue,
we can get that solved, that's what our job is. So we'll
get that solved, so check that one off.

THE WTNESS: By doing that, you' ve cone a |ong
way i n addressing ny concerns.

(Laughter.)

CHAI RVAN WOOD: | think the bottomine is we've
got to nmake sure the transm ssion owners are made whol e for
the revenue requirenent. | think that's what we do. But I
think the allocation of that issue is where the battl eground
is. And | think we can resolve that issue either by
settlenent or by an order. So we'll get there.

THE WTNESS: | don't know whether you're asking
a question, but settlenent will be very difficult to achieve
based upon the nunerous settlenent conferences |'ve attended
to address this very issue.

CHAl RVAN WoOD: W coul d probably save you a
whol e anmount of |ost revenue requirenment by voiding all the
bi | | abl e hours.

(Laughter.)
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CHAl RMAN WOOD: The custoner's going to pay
either way, so we mght as well keep the overall costs
mnimzed. So that's the reliability issues.

And then the market seamissues, those were all
enconpassed in our nine conditions in the sumrer '02 order
for the less-than-ideal seam |'mnot going to call it
irrational because | voted on it.

(Laughter.)

CHAl RVAN WOOD:  Three of us did or four of us
did. | think Linda was here too. |Is there a tenth
condition that we didn't put in there that you think needs
to be addressed to create what you're calling a super
regi onal RTO concept ?

THE WTNESS: | think by sinply addressing the
ni ne conditions, you go a long way to addressi ng nost of our
concer ns.

CHAl RVAN WOOD:  Your client is in M chigan?

THE WTNESS. Correct.

CHAl RVAN WOOD: The M chi gan Wsconsin Hol d
Harm ess. Wthout getting into a whole |lot of detail, but
fromyour conpany's perspective, what are the issues there
t hat need to be addressed?

THE WTNESS: | would specifically refer to what
t he Conm ssion stated which was the Conmm ssion was deal i ng

with the effects of -- and | can site themspecifically --
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t he uni ntended | oop flow fromthe decisions of the forner
Al'li ance conpani es.

CHAl RVAN WOOD: By | oop flow, that neans
identifying really whether it's Mchigan or the Alliance,
the former Alliance conpany, that has the rights to use
certain transmssion facilities based on historic flows over
those facilities, adn therefore that's who gets the physica
rights at the boundary.

THE WTNESS: | think it's dealing with the
incremental |oop flow that is caused by decisions of the
former Alliance conpanies to join PIM

CHAI RVAN WOOD: | mght want to follow up on that
later. | don't knowif we'll have everybody back for that
one, but | need to get nore specificity on what exactly the
issue is there, because we did say sonme general |anguage and
|'ve read quite a |ot.

THE WTNESS: | woul d suggest that when M.
loanidis or M. Calley testify, they may be able to do a
better job of expressing that.

CHAl RVAN WOOD:  Just to give you all a hint.

Thanks.

PRESI DI NG JUDGE: Anyt hing el se?

COW SSI ONER MASSEY: | just want to get clear on
this one point. Is it your testinony that the creation of

the joint and common market, the conpliance with the nine
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conditions, the elimnation of the rate pancaking, would
this make the jagged seamfairly harmess, in your view?

THE WTNESS: | don't know whether "harm ess" is
the word I would use. | think there were the unintended
out comes associated wth the seam being configured in the
way in which it is configured. | won't call it irrationa
anynore. That being said, wthout being able to predict
what will cone of that, | think it's safe to assune that
there will be unintended consequences fromthat.

To your specific point, if the nine conditions of
the July order are actually nmet, rate pancaking is
el i mnated, and the conpensation to the transm ssion owners
is such that it doesn't place an undue burden on any
particul ar conpany beyond what their current rate pancaking
places on them | think it would go a long way. It could
wor K.

COW SSI ONER MASSEY: | understand it's not your
favorite approach, but that's hel pful to me. Thank you.

PRESI DI NG JUDGE: Anything further of this

W t ness?

(No response.)

PRESI D NG JUDGE: Thank you very much, M.
Harvill, for your testinony. You' re excused.

(Wtness excused.)

PRESI DI NG JUDGE: The next entity on ny |ist
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offering testinony is International Transm ssion Conpany. |
bel i eve we have a panel here of M. Schultz and M.
| oani di s.
MR MacGU NEAS: Actually, your Honor, 1'd like
to put the witnesses on serially.
Wher eupon,
GREGORY | QANI DI S
was called as a witness herein, and having been first duly
sworn, was examned and testified as fol |l ows:
DI RECT EXAM NATI ON
BY MR MacGU NEAS.
Q M. loanidis, please state your nane, title, and
busi ness address?
A M/ nane is Gegory loanidis. I'mdirector in the
Busi ness Strategy Unit of the International Transm ssion
Conpany. M business address is 1901 South Wagner Road, Ann
Arbor, M chigan 48103.

Did you file direct testinmony in this proceedi ng?

A Yes.

Q Do you hvae a copy before you?

A Yes.

Q It is tenporarily marked as G-1. | would

request that it be permanently marked as | TG 1.
(The docunent referred to was

mar ked for identification as
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Exhi bit Nunber | TC1.)
BY MR MacGU NEAS.
Q Was your testinony prepared by you or under your

di rect supervision?

A Yes, it was.

Q Do you have any corrections to your testinony?

A | have one m nor correction on page one of eight
of ny testinony, line 15. The sentence starts "our conpany
has approximately ..." strike the word "has" and replace it

with "ultimately serves.”
PRESI DI NG JUDGE: |'msorry, what page was that?
THE W TNESS: Page one of eight.
MR MacGU NEAS: |'ve furnished the Reporter with
two copies of the corrected testinony.
BY MR MacGU NEAS.
Q Wul d you sunmmari ze your testinony?
A Yes, | wll.
Judge Cowan, Chairman Wod, Conm ssioner
Brownel |, Conm ssi oner Massey, staff, | appreciate the
opportunity to offer testinony in this proceedi ng regarding
the participation of certain utilities in a regional
transm ssi on organi zati on.
I"mtestifying on behalf of the International
Transm ssion Conpany. International is an independent

transm ssion conpany, not affliated with any nmarket
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participant. W are located in southeastern M chigan, and
are an | TC under the M dwest | SO

In ny prefiled testinony, | address two pricing
issues. |ITC s potential inpedinents to transm ssion systens
voluntarily participating in an RTOin the Mdwest region.
The first issue is the |ost revenue clains that stemfrom
the elimnation of through and out rates. The second issue
is the inpact of retail rate freezes on transm ssion owner's
ability to recover RTOtariff admnistration and ot her
costs.

Wth respect to the first issue, |ost revenues,
to the extent that the elimnation of rate pancaking results
inautility not being able to recover its transm ssion
revenue requirenents, calculated using traditional cost-of-
service principles at an appropriate rate of return, that
portion of the |ost revenues which will result in an under
recovery, should be considered for rate relief.

Revenue requirenents, including prudent | ost
revenues, shoudl be allocated to transm ssion custoners who
benefit and not merely assigned according to historic
contract path energy transactions. Using power flows
reflects the physics of the transm ssion systemand, in ny
opinion, is a nore accurate basis for the purposes of
assi gni ng revenue requirenent.

Wth respect to the second issue, retail rate
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freezes, by joining an RTO a utility under a rate freeze
woul d i ncur new RTO charges with no ability to recover those
costs. One solutionis to allowthe RTO costs to be treated
as a regulatory asset and recovered in rates at an
appropriate future date.

Anot her potential solution requires the
cooperation of FERC and state conmm ssions and, as a policy
matter, establish a pass through nmechani smfor RTO charges
designed in such a way that both the costs and benefits
realized through RTO participation are passed through to the
utilities' ultimte custoners.

That concl udes ny summary. Again, thank you for
the opportunity to address the Conm ssion.

MR MacGUI NEAS: At this time, | would nove into
evidence, ITG 1 and proffer the witness for exam nation

PRESI DI NG JUDGE: |s there any objection to
receiving this into evidence?

(No response.)

PRESI DING JUDGE: W will renunmber it ITG1 and
receive it into evidence.

(The docunent | abel ed Exhi bit
Nunmber I TCG-1 was received in
evi dence.)

PRESI DI NG JUDGE: Any questions for this wtness

fromstaff?
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MR BARDEE: Yes, Your Honor, M. MacLaughlin
PRESI DI NG JUDGE: You may proceed.

CROSS EXAM NATI ON
BY VR MLAUGHLI N:

Q M. loanidis, | had a couple of questions, one on
the | ost revenues. You talk about it fromthe standpoint
that nost are pursuing the |ost revenue froma contract path
nmet hodol ogy on an hisotrical basis. | believe you suggest
that the better approach would be power fl ows.

Recogni zi ng that right now other parties and
ot her witnesses have tal ked about it on the contract path
basis, as a tenporary transitional mechanism | was curious
about your perspective on it as a tenporary transitional
mechani sm

A If I understand your question correctly, M.
McLaughlin, what | amsaying in ny testinony is a nore
per manent solution to pricing, that is, that revenue
requi renent shoul d be borne by custoners who benefit based
on their physical use of the transm ssion system

Q So, fromliInternational Transm ssion Conpany's
perspective, okay, if | understand it correctly, you're
advocating a new rate design nethodol ogy for the price of
the interstate transm ssion system Recogni zing we have to
get fromteh rate design that we're at to a new rate design

woul d a tenporary surcharge net hodol ogy, |ike a SECA or
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sonet hing el se, be an acceptabl e proposition to achieve a
new rate design?

A I think the stakeholders in ny footprint and in
the state of Mchigan have a lot to say about the
rasonabl eness of inplenenting a SECA solution. 1'Il not
speak for those stakeholders. | think M. Harvill did that.
What | see is, first, needing a transm ssion owner to prove
out that those | ost revenues indeed result in a revenue
requi renent deficiency. To the extent they do, those
transm ssi on owners shoudl be afforded rate relief. As
Chai rman Wod stated, we need to nake sure that transm ssion
owners get to their revenue requirenent.

At that point in tinme, what | would advocate day
one as part of an RTOis that we | ook at how we allocate teh
responsi blity for recovering that revenue requirenent anong
custonmers, and | woul d propose to do so on a flow basis that
rfecogni zes the physics of the system so that those who are
actually using the systemare paying for it and paying their
fair share of the transm ssion owner's revenue requirenent.

Q So if I'"mcorrect in understanding, you are
basi cal | y advocating the new rate design nethodol ogy and t he
guestion is, do we junp to it inmmediately, or do we have a
transition to it. You' re concerned with a transition and
how t hat plays out but you agree that the elimnation of

t hrough and out rates, comng up with a newrate design is
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t he appropriate solution?

A | believe a newrate design is an appropriate
sol ution, yes.

Q Thank you.

On your trapped costs argunent, | think that's on
page eight of eight, this arises, and | just want to
generally talk to you about it because it cones up in a
nunber of circunstances, it seens to be a common thing,
whenever we run into a situation where there's retail rate
freeze, various scenarios, generally how would you see the
regul atory asset playing out? Like | say, this is in nore
of a general sense.

A Again with respect to sort of the first potential
solution for these trapped costs, obviously again you wll
have the timng of rate freezes and when they expire that
woul d have to be considered as when you' d be able to
actually start anortizing these regulatory assets for

election to rates from custoners.
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Q | take it because each state has different rate
freezes, it would be on a transm ssion conpany by
transm ssi on conpany basis, as opposed to an RTO by RTO
basi s?

A | think it wll have to be because sone of the
rate freezes are state legislated rate freezes and, as such,
you woul d have to | ook at when those expire, conpany by
conpany, for purposes of anortizing the regul atory asset.

Q Your discussion of the idea of a pass through
t hrough the fuel adjustnent clause, | believe, do you see
any distorting effects to that. As we tal ked about, there's
variously potentially trapped costs of various types of
charges that the transm ssion conpany, participating in an
RTO, will incur, that theoretically it may not be able to
recover on a current basis?

A The only thing I would like to highlight is the
fact that we need to do this right, and by right, | nmean we
need to be able to not only pass through the costs but also
the benefit. That's why we're designing RTGs to ultimately
create a vi brant whol esal e market which, in turn, should
benefit ultimate custoners. It's key that both the costs of
participating RTGCs, as well as the benefits, will find their
way to the ultimate customers.

Q | guess ny | ast question on both of these

i npedi ments, the trapped costs, maybe not the trapped costs
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but on the two nethodol ogi es, kind of the working predicate
is there's aretail rate freeze on the one hand, is the
transm ssi on conpany being billed any current expenses on

t he one hand, and on the other, trying to recover those.
How does the Conm ssion know if you're over recovering and
under recovering with a retail rate freeze, to know if
there's offsetting expenses that you did not incur, so that
in a sense, you really don't have trapped costs other than
just from one account?

A I think I understand your question and it's a
very valid question. The only way you'll be able to
understand whether a utility, on an aggregate basis, is over
recovering or under recovering is to examne the utility and
| ook at their revenue requirenent and what they're
collecting fromcurrent customers.

MR MLAUGHLI N:  Thank you.

PRESI DI NG JUDGE: Anything further of this
Wi t ness?

MR BARDEE: No, Your Honor.

PRESI DI NG JUDGE: Any questions fromthe
Conmi ssi on?

(No response.)

PRESI DI NG JUDGE: Thank you very nmuch. You are
excused.

(Wtness excused.)
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PRESI DI NG JUDGE: You may proceed with your
second wi tness.
MR MacGU NEAS: Your Honor, | call R chard A
Schul t z.
Wher eupon,
RI CHARD A. SCHULTZ
was called as a witness herein, and having been first duly
sworn, was examned and testified as fol |l ows:
DI RECT EXAM NATI ON
BY MR MacGUl NEAS:

Q Wul d you identify yourself for the record,
pl ease?
A My name is Richard Schultz.
Q Wul d you state your title and busi ness address?
A I"mVice President, International Transm ssion

Conpany. M business address is 1901 Sout h Wagner, Ann
Arbor, M chigan 48103.
Q Have you filed direct testinony in this

pr oceedi ng?

A | have.

Q Do you have a copy before you?

A | do.

Q Qur copy is tenporarily marked as RAS-1. | would

request that it be re-marked as |1 TG 2.

(The docunent referred to was
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mar ked for identification as
Exhi bit Nunber |TC 2.)
BY MR MacGU NEAS:

Q Do you have any exhi bits acconpanyi ng t hat
t esti nony?
A | do.

MR MacGU NEAS:. That Exhibit is tenporarily
marked as RAS-2. | would request that it be re-marked as
| TG 3.
(The docunent referred to was
marked for identification as
Exhi bit Nunber |1 TG 3.)
BY MR MacGUl NEAS:
Q Was this prepared by you or under your direct

super vi si on?

A It was.
Q Do you have any corrections to your testinony?
A I have two corrections. On page 1, line 15,

strike the word "has" at the end, and replace it with
"ultimately serves." On page 8, line 21, strike the word
"national” and replace it with "North American"” so that we
don't slight our Canadian friends.
Q Thank you.
Wul d you summari ze your testinony, please.

A Yes.
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| amtestifying on behalf of Internationa
Transm ssi on Conpany, which is an i ndependent transm ssion
conpany in southeastern M chigan, and has been a nenber of
the M SO for about two years.

"' mconcerned that decisions by AEP, Conkd, and
Dayton to join to PIMcreate an awkward seans-ri dden
configuration. | believe this wll very likely degrade
reliability because it produces RTGs inconsistent with
energy flows and trading patterns, and that the reliability
authority is jurisdictional and will not coincide with the
natural trading area.

At the tinme of the blackout on August 14th, no
single reliability authority was responsible for the area of
t he proposed PIJMI1SO joint and common market. As the
systens deteriorated, comunications between them were poor.
PJMand M SO are built on different fundanental nodels.

This intrinsically |leads to seans and poor comuni cati ons.

Further, poorly-configured RTGs |ead to increased
| oop flows and inaccurately cal culated LMPs. Loop fl ows
contribute to poor reliability. The solution is properly
confi gured RTGCs.

Thank you.

MR MacGU NEAS: | would request that M.
Schultz's testinony be noved in evidence, and he's proffered

for cross exam nati on.
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PRESI DI NG JUDGE: Any objection to receiving
t hese Exhibits -- we've renunbered themI TG 2 and -3 -- into
evi dence?

(No response.)

PRESI DI NG JUDGE: They will be received into
evi dence.

(The docunents narked
respectively as Exhibits
Nunbers I TG 2 and | TG 3 were
received in evidence.)

PRESI DI NG JUDGE: Does staff have any questions
of this w tness?

MR BARDEE: Yes, we do. M. Kelly.

PRESI DI NG JUDGE: You may proceed.

CRCSS EXAM NATI ON

BY MR KELLY:

Q You may have heard this question before. 1've
asked it twice but 1'mgoing to ask it a third tine.

If POIMand M SO are using an LMP system and AEP
uses a TLR system 1'I| abbreviate the question to say, what
woul d be the reliability effects of that in the PIM M SO
system and secondly would the TLR system be effective if
it's enployed in an area surrounded by an LMP systenf

A | believe the answer to the first question was

answered on August 14th, because the two systens are
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intrinsically different, because the electrical grid and its
performance requires a very intimate know edge of all the
information that's currently in place, and it's al nost
i npossi ble to guarantee that those requirenents are going to
be net when you have two dissimlar systens |ike that.

Wth regard to the second question, there are
sone fundanental problens with TLRin that there's, first, a
t hreshol d under whi ch sone transactions basically entered
into the system Secondly, if it's intertwined with an LM
system sone of the internal flows related to the conpanies
within the LMP nmarket, do not appear in the TLR system so
therefore they' re not accounted for and cannot be properly
reflected in any actions that need to be taken if there are
reliability issues.

Q M. Schultz, are you famliar with the nine
conditions that the Comm ssion set in approving the choices
of the former Alliance conpani es?

A I remenber reading them | don't recall them

i ndividually now but | do renmenber reading them
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Q Do you believe that if those conditions were
fully satisfied, that that woul d address your need, your
call for a single reliability authority?

A If it was, in fact, possible to satisfy those
conditions conpletely as the Conm ssion set forth, it's
possible, but | don't think it's very likely that it wll
actual ly happen, and | believe the hol d-harm ess part for
M chi gan and Wsconsin, pretty nuch has broken down.

Secondl y, speaking purely froma technical point
of view, the issues that are being addressed by, | believe
it's called the Joint Qperating Agreenent between the M SO
and the PIM are so conplex, technically, that it's
unlikely, in ny opinion, that they woul d be resol vabl e.

"1l say also for the record that |ITC has
continually basically disapproved that plan whenever it's
been offered to us, at least within the ECAR environnent,
and the other M chigan conpani es have as wel |, because of
t he concerns underlying making all these things work
t oget her.

Q Just to clarify, if you set aside the hol d-
harm ess condition and its financial aspects for the nonent
and focus purely on the reliability effects of satisfying
all those conditions, are those technically achi evabl e and
likely to be effective in preserving reliability or

enhancing reliability?
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A "Il point again to the blackout. 1In effect, a
ot of the things that are expected to be operational down
the road when these two entities operate together, were nore
or less in place on August 14th.

And when | say that, you know, we have two
separate reliability authorities. W have different
entities dispatching the market, basically, and that sets up
a condition where, in the best of worlds, while it's
theoretically possible, it's very difficult to get the
i nformati on you need when you need it in the tinmely fashion
that's required to operate the system safely.

MR KELLY: Thank you.

PRESI DI NG JUDGE: M. Chairnman?

CHAl RVAN WOOD:  So, should we just have all the
conpani es that are in the historic footprint of ECAR and
MAAC, be di spatched on an LMP basis by PIJIMand then MAIN and
MAAC be done by M SO? |s that the easiest way to address
this issue?

THE WTNESS: That can be an inprovenent, but | et
me nmake the comment that everything in the Northeast, you
know, from M chigan through Ontario, to New York and New
Engl and, back down t hrough PJM and then the M SO f oot print,
at least over as far as Chicago, are all so interrel ated
that, at best, we have a seamthat's jurisdictionally based

wi t h Canada.

329



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

330

And so we have a hard problem no matter how we
approach it, but to the extent you can nmake it sinpler, the
| ess the better, the nore you can align the footprints with
the natural trading patterns, the better chance you have of
produci ng sonething that will not degrade the reliability
part of the system

CHAI RVAN WOOD:  It's hard to draw a |ine on the
trading patterns, because it's such a | arge quadrant of the
continent. They're all trading with each other.

THE WTNESS: That actually woul d be one of ny
poi nts, and concerns, is that, in fact, in this whole
Nort heast-M dwest footprint, there is so nmuch interaction
that you alnost would Iike to have just a single super-
regi onal RTO over the entire thing, and, of course, it would
be difficult to acconplish that, because you' d have to
enconpass Canada, as well.

That shoul d be the goal, because basically
anything that can interact with other parts will potentially
cause sone problens, if it's not properly addressed.

CHAl RVAN WoOD:  (Ckay. Let's say you' ve got the
sane market rules, let's say the IMOjunps into that, too,
to sinplify this exanple

When you tal k about configuration, secondly,
you' ve got comon market rules across this whole region, but

you do have different dispatchers of the LMP system because
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it's just so large. There's going to be a seam sonewhere,
maybe even in Canada, but let's just say there's a seam
where there is today as a practical matter, because you w ||
not have a single air traffic controller

How do you have the two air traffic controllers
har nmoni ze so that the handoff is a warm one?

THE WTNESS: | think probably | ook at two
things: One of them the dispatch decisions, basically that
are part of the market, have to be totally and conpletely
coordinated so that there is no opportunity for someone to
schedul e a transaction that will, in effect, lead to an
over| oad on sone system

CHAl RMAN WOOD: That woul d be in advance of real -
time operation. You would have sone coordination at that
| evel .

THE WTNESS: You' d have to do it at that |evel
but you'd al so have to dispatch or performthe market
function with sone sort of analysis that would identify any
potential problenms that would result fromthat dispatch, in
effect, the security constrained di spatch that LMP does use.

But it's critical that all the conmponents which
actual ly have an interacting effect, are included in that,
even if they are not part of the market in some other sense.
In other words, even sonething down in TVA may inpact flows

on sone part of this nore northerly market.
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And those kinds of effects have to be
incorporated at well. That's one part.

The other part is the reliability authority
function, which is nore or |ess used to | ook over what's
going on and take care of the problens that ultimtely do
occur fromtinme to tine.

And for that particular function, the
coordination of information has to be just really conplete.
You just don't have tine to react if you get yourself into a
difficult situation, so those entities have to have not only
the authority, but they also have to have all the
information and the ability to inplenent whatever action is
required on a practically real-tine basis in order to
prevent things |ike August 14th.

CHAl RVAN WOOD:  You nentioned reliability
authority issues. Does ITCs part of MSO does the tiered
systemthere, as distinct fromthe one that exists in PIM --

| know |'ve read and have been infornmed by M SO personne
that that's undergoing sone revision -- could you tell ne
fromthe perspective of a TOin MSO what it is |ike today
and what woul d be the optinmal systemfor the reliability
pur poses, | guess, specifically, to use the new NERC
term nology for the reliability authority functions?
THE WTNESS: The inportant thing for the

reliability authority to have is conplete information.
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That's the single nost inportant aspect of it.

That is what apparently was, to sone extent,

m ssi ng on August 14th, because sone of what PJM knew wasn't
necessarily comunicated to M SO and vice versa.

And on that day, as well, sonme of the TGs,
because they were in various stages of joining different
RTCs, weren't necessarily providing all of the information
t hat woul d have been needed in the nost pure theoretical
sense to maintain viability.

So, ultimately, the real issue is the tota
access to comuni cation and information as to what's going
on in all systens. That neans not only what the state of
the network is, what lines are out of service, but al so what
mar ket flows are occurring, what dispatches are occurring as
a result of the market side of the equation.

CHAl RVAN WoOD: What | evel of that do you have
today as a control area operator?

THE WTNESS: Wth M SO being the reliability
authority for ITC, we are relatively in good shape as far as
M chigan is concerned and other entities within the M SO
footprint.

But for the loop flowthat, in effect, is the
outconme of actions that take place in either AEP or even
related to Com Ed PIJM transactions, any of those dispatch or

mar ket deci sions that are outside of MSO s footprint, in
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effect, look like loop flows and flow in through the M SO
syst ens.

M SO has no control or necessarily any know edge
of what those flows are actually comng from so if it's
necessary to unwi nd sonething, they aren't in a position to
do so.

CHAl RVAN WOOD:  So should -- | guess, to approach
this, you either take physical steps on the network to
reduce | oop flows, or do you have transactions al ong the
seam be scheduled with both entities, and | guess, if they
get a checkoff from both they nove forward, but if one of
them flunks them then the transaction doesn't go forward?
| mean, if we're going to have -- the seamis going to be
sonewhere. As you nentioned, even TVA, there's a seamto
the south, there's a seamthere, so should transactions
within an electrical distance fromthe seam have to schedul e
both the nei ghboring authority and its own |ocal authority,
much like an airline has to do when it's near the edge of a
zone?

THE WTNESS: To answer your |ast question, if
everyone schedules their flows on whatever facilities in
what ever RTGs or whatever other formw thin, then we're
starting to satisfy the condition of knowi ng what is
attributable to what, then you have a basis for not only

recogni zing the flows but al so unwi nding them if
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transactions need to be changed in sone fashion.

On August 14th, a fair nunber of the initial
fl ows, based on our own internal analysis, were attributable
to loop flows before the event even occurred. That's
because of the contract paradi gmthat people, of course,
still use.

And it also is because of the way the NERC system
for tagging works, so that, in effect, certain flows just
don't show up in the process at all, because they are deened
to be too small to be considered an actual transaction that
woul d affect a particular conpany's facility.

And those, collectively, even though individually
they are small, collectively, they can anobunt to sone
significant conponent of the flows on our systemand ITC s
system t hrough M chi gan

W are seeing |like 30 or 40 percent nore flow on
our systemat the outset, even before the blackout scenario
started to occur. because of the seans and all the
i di osyncraci es of the TLR process and the schedul i ng process
as it nowis set up

CHAl RVAN WOOD:  You have a bubbl e chart on the
back. Could you wal k ne through and tell nme what 1'm
supposed to learn fromthat?

THE WTNESS: This was a snapshot of the

transactions that were underway about an hour before the
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bl ackout actually occurred. Do you have a col ored one?

CHAI RVAN WOOD: | don't. It's shaded enough to
tell.

THE WTNESS: ['Il |eave you the col ored one.
It's just hel pful to have the colored one, | think

(Handi ng docunent to Chairnman Wod.)

THE WTNESS: This is a NERC tool that's
avai |l abl e to system operators and control area operators,
that shows sort of collectively, a snapshot of what
transactions were underway at the tinme of the period before
bl ackout .

The blue dots are basically the exporters and the
red or pink dots are the areas that are inporting. Then, in
addition to that, there is a set of lines wth arrows that
show the direction of flow enbedded in the center of the
arrow and it is a nunber which is the actual negawatts that
collectively were flow ng fromone systemto the other or
one area to the other.

It doesn't have very nuch detail. It doesn't
have i ndivi dual conpany data, but it does clearly show
t hings on a regi onal basis.

I included the transaction originally to just
illustrate that part of what the Comm ssion would like to
see with the market in the future, is, in fact, occurring to

sone extent already, in that a lot of the | ow cost producers
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are selling fromthe Mdwest and fromthe South, up into the
Nort heast and upper M dwest, but it also shows that there
were a lot, you know, a significant anount of flows
underway, and, during the blackout and the times |eading up
to the blackout, lines were reported to have been

overl oading in various systens, and the transactions

t hensel ves will be contributory to the |oading that results
in overloads on sone of those facilities.

And if you have good coordi nation and full
know edge of everything that's going on, you will have the
ability to either redispatch or otherw se curtai
transactions that are causing a problemon any facilities
that are showi ng up as being overloaded, or if they're |ow
vol tages, | ow voltages can be renedi at ed.

So this is just helpful to see that there were a
| ot of transactions going on. There was a net bias going
fromthe West and the South to the Northeast.

CHAl RVAN WOOD: Now, these were the transactions
on the contract path, or these are where the flows actually
went ?

THE WTNESS: It's contract path in the sense of
it's only going frombig region to big region. |It's not
showi ng every individual conponent, but it's pretty much the
final flow, not the contract path flow, the real flow

CHAl RMAN WOCOD: | want to cone back -- | have
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been hearing about loop flows for quite a few years now. |
guess you're probably the best witness of all the ones we've
had to try to nail this down.

But tell me, are the loop flows, the fact that
the contract path is so different than what the actua
physical path is --

THE WTNESS: It's funny you nake that conment,
because ny very first assignnent as a coop student in 1968
was anal ysis of what they called circul ating power, which
was occurring through Mchigan at that tinme. Everyone was
amazed that it was happening and couldn't figure out what it
was.

So | have been doing this for sonme tinme, but in
effect, the flows on the network, as you have heard many
times, are a property of the network itself, the
configuration and then the pattern of |oads and di spatches,
generator operations within the unit, the loop flow results
fromthe contract path concept where you can schedule fromA
to B through a particular route, which doesn't have to match
in any way, with the actual flows.

And so, to take an exanple of one that's easy to
see, when Com Ed actual |y schedul es power fromthensel ves to
Phi | adel phia, they will probably schedul e through AEP
because that's the direct path and they're the ones, of

course, that have the transm ssion to accommodate it.
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But that transaction will actually have sonet hi ng

like 12 to 15 percent of its real flow flow ng through

M chigan. That's the | oop flow conponent. It's sort of the

part that's undefi ned, is the difference between what

really flows and what is schedul ed on a contract path.
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CHAl RVAN WOOD:  That 12 percent that flows, say,
t hrough your system vyou aren't conpensated for that by
Exel on?

THE WTNESS: That would be right. Exelon's
schedul ed through AEP. They woul d pay AEP for that
transacti on.

CHAl RVAN WOOD:  So you built your system 12
percent larger just to handl e sonething you don't get paid
for?

THE WTNESS: Effectively that has been the case.
It's not just us, it's Canada as well, because obviously
anything that flows through us flows through Canada. W in
fact found that to be enough of a problem back while we
were BTE Energy. W participated in a project with the
Canadi ans fromOntario to install phase shifting
transformers on the interface on the four circuits between
| TC and Canada.

Those have not, to date, been operational, so we
haven't been able to use it. But it's only a partia
resol ution of the problem because it only can stop about 600
nmegawatts of the flow So in the end, we have to construct
extra systens to accommodat e what ever fl ow goes through us,
or we would actually see, the generators in M chigan m ght
have to be operated in sone other fashion than the fashion

t hey choose to operate because there's not enough capability
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left on the lines because the transactions going through use
up the capacity.

CHAl RVAN WOOD: I f everybody the day before an
event, just the day before, scheduling all their power in
your area, ConkEd is selling stuff to Philadel phia, and you
guys are selling stuff between M chigan and, say, |ndiana,
if all those are done with two RTGs right there along the
seam what would be the ideal solution? |Is that just
schedule with both M SO and PJM what you're planning to do
t onor r ow?

THE WTNESS: The ideal solution would be to
schedule on all the entities that wll see the flow
basically. That would include, theoretically, Canada, it
woul d i nclude New York, you know, possibly sone of the
peopl e to the south, although maybe to a mnor extent. In
the end, the NERC tries to capture the phenonena with, |
think it was referred to by M. Calley, the ITC interchange
distribution calculator, which is sonething that captures
all the effective transactions throughout the eastern
i nterconnect, and allows people to actually identify and
nmeasure what these flows will be on whatever system of
interest.

So there is sort of a theoretical basis in place
that would allow you to do the kinds of things we're talking

about. In the end, that's what we shoul d be doi ng because
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otherwi se any flows that are on a systemthat aren't

ot herw se accounted for, are potential reliability problens
because they take away capacity that otherw se wouldn't be
avai | abl e.

CHAI RMAN WOOD:  So is the scheduling, and | guess
| would call it the ATC type, it's not the calculation of it
but it inpacts how nmuch transm ssion is actually there for
you to sell. Is that a separate function going on fromthe
LMP and real tine dispatch function?

THE WTNESS: |If everyone in the eastern
i nterconnect was performng at one single location, a
security constrai ned dispatch which took into effect the
account of every generator action or schedule, in effect,
we' d have a systemthat would be very functional, that would
not incur overloads. Because, by definition, they would
have reeval uated the dispatch until they found one that was
f easi bl e.

Wien you introduce a seam |ike we have between
the M SO system and the PJM system or any other one that we
can i magi ne, you have taken away sone of the ability to know
what di spatches occurred outside of your region. And so you
don't probably have the ability to account for the flows
that result. The nore you break it up, the worse it gets.
Theoretically, if you just did it for the whole

i nterconnection, if you could do it with a big conputer
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nodel , you woul d have no problens at all, and you' d al so
have a conpl etely transparent narket.

The ideal is to keep it as sinple as possible
because it's probably not likely, at least in the i mediate
future, to do it for the whole eastern interconnect.

There's probably sone places where there's not a | ot of
busi ness flowi ng across a particul ar boundary, and that
m ght be a basis for making a configuration choice.

CHAI RVAN WOOD:  You' ve been very hel pful. Thank
you.

PRESI DI NG JUDGE: Any ot her questions of the
Wi t ness?

COW SSI ONER MASSEY: It seens to nme, what you're
saying, not to prejudge all the facts of the August 14
bl ackout, but it seens to ne that what you're saying is that
properly structured RTOin your region, with appropriate
scope and configuration and full participation by
transm ssion owners, is a key part of the reliability
solution for the M dwest.

THE WTNESS: | believe that's true.

COW SSI ONER MASSEY: I f you were energy czar and
you coul d describe the configuration of such an RTOQ what
would it be?

THE WTNESS: Could | do it for the whole eastern

interconnect? O do | have to nmake a choi ce?
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COW SSI ONER MASSEY:  You're making ny heart beat
very fast.

(Laughter.)

COW SSI ONER MASSEY: | just nanmed you energy
czar, so go for it.

(Laughter.)

THE WTNESS: The very first cut | would nmake is
probably north and south, sonewhere probably between AEP and
TVA because | know they do a | ot of business. |'d probably
like to include TVA in there as well, but | think TVA does
things on both sides, so | don't knowif | could do that.
That m ght be one of the |ines.

And then when we got to the north, I think I'd
have to give deference to our Canadi an entities because they
don't necessarily have to do everything that we ask themto
do. But | would have M SO and PJM operate as a single RTO
or super regional RTOQ and I'd include New York if | could.
I'd still like to see Canada, but it would be in that order
basi cal | y because the trading patterns that |'ve seen a
nunber of places, including before the Conm ssion, have been
very much east and west, ultimately going up into New York.

So configuring in a way that overl ays those
patterns neans that you will be likely to have the
information you need to watch over reliability and to maybe

even proactively, out front ensure that you don't set up
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anything that's going to cause a reliability problem

COW SSI ONER MASSEY:  Thank you.

PRESI DI NG JUDGE: Anything else for the wtness?

(No response.)

PRESI DI NG JUDGE: Thank you very much, M.
Schultz. You are excused.

(Wtness excused.)

PRESI DI NG JUDGE: W're going to take a break
now. Please be back at 11:25.

(Recess.)

PRESI D NG JUDGE: W shall resune taking
testinony of other interested entities. | next have PPL
Electric Uilities Corporation. M. Kaplan.

MR KAPLAN. Qur witness is John F. Sipics, Your
Honor. He was not here yesterday and needs to be sworn.
Wher eupon,

JOHN F. SIPICS
was called as a witness herein, and having been first duly
sworn, was examned and testified as fol |l ows:
D RECT EXAM NATI ON
BY MR KAPLAN

Q Pl ease state your nane for the record.
A John F. Sipics.
Q Do you have before you a docunent marked PPL-1,

Exhibit 1, your direct testinony?



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

A | do.

Q Do you have any changes or corrections to that
t esti nony?

A | do not.

Q If we asked you the same questions today, would

you give the same answers?

A I woul d.
Q Wul d you pl ease sunmari ze your testinony?
A Thank you.

Good norni ng, Chairman Wod, Conm ssioners Massey
and Brownell, and the Honorable WIIliam Cowan, |I'm here
today to testify on behalf of PPL Electric Uilities
Corporation, and | will also express the views of our
parent, PPL Corporation, as well.

At the outset, I'd like to thank the Conm ssion
for this opportunity to voice inportant reliability and cost
benefit concerns in connection with the expansi on of PIJM

PPL is a nmenber, transm ssion owner, and | oad
serving entity in PIM It was one of the original founders
in PIMin 1927, and |'ve personally participated in a nunber
of PIMconm ttees and task forces over the past three
decades. | was a nenber of the PJM Managenent Conmttee in
1997, the teamthat created the PIMI SO

There are four points 1'd |like to nmake today.

First, PPL strongly supports RTO formation to enhance
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reliability and to foster robust, conpetitive whol esal e
mar ket s.

Second, | don't feel that PIMis ready to expand
at this tine.

Third, the Conm ssion shoul d review whether the
proposed RTO configuration in the Mdwest is appropriate.

Fourth, if and when expansion is appropriate, the
costs of expansion nust be allocated fairly anong all those
who benefit.

To the first point, RTGs of proper scope and
configuration are critical to ensuring reliability and
facilitating conpetitive wholesale electricity markets.
Anong ot her things, an independent and properly structured
RTO nust abide by NERC reliability criteria, adm nister
congesti on managenent, operate the power markets, and nanage
information to maintain systemreliability.

The Conmi ssion should do everything in its power
to ensure that every entity with significant generation
transm ssion, or load responsibilities, is a nenber of a
wel | -functioning RTO  However, RTGs nust be of proper scope
and configuration, and prepared to address reliability.

Second, ny concerns for reliability lead ne to
concl ude that an expanded PJM woul d not neet these criteria
and that PIJM should not expand at this tine. Wile PIMis

rightly considered the best RTO it started froma solid
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pl atform of over 75 years of joint planning and operating
coordi nation anong its nenbers. As soneone who was invol ved
in the design and building of the current PIM | feel that
expansi on now woul d jeopardize the RTOthat is rightly
recogni zed as a nodel for the rest of the country.

Despite the long history of PIM and five years
of independent operation, there are still reliability issues
which we're resolving today. Specifically, not all nenbers
of PJM agree on the ultinmate responsibilities for
reliability. W strongly believe PIMis responsible.

Preci sely because there's sonme lack of clarity around this
order, PJMand the PIMtransm ssion owners fornmed their

Rol es and Responsibilities Review Teamto clearly define the
reliability responsibilities of the various parties.

This group was fornmed two nonths ago. Wrk is

still ongoing. Before PJMcan provide sound reliability for
t he expansion conpanies, | believe it nust conplete this
effort. In short, it nust ensure its existing nenbers and

their retail custonmers of a reliable systembefore it
undert akes expansi on through the consequence of not dealing
with reliability concerns first.

If newly-created RTGs east and west do not
adequately ensure reliability, and we suffer a bl ackout or
ot her severe system di sturbance, RTO devel opnent will be

hanpered and conpetition will suffer
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Third, the Conmm ssion should review whet her the
RTO configuration it approved on July 31st 2002 remnains the
best RTO scope and configuration for achieving reliable and
efficient operations. The earliest RTGs derived directly
fromtight power pools and foll owed essentially the sane
boundari es; New York, New Engl and, PJM

However, as illustrated by this proceeding, the
subsequent formation of new RTGs is not follow ng | ogical,
el ectrical or even geopolitical boundaries. Wile PIM
shoul d be the nodel for one or nore Mdwest | TGOs, that does
not nean that PJM should be a M dwest RTO

The Conmission is right to encourage |arge
whol esal e markets. That does not nean there nust be a
single RTO as big as the entire market. Rather, the
Conm ssi on shoul d encourage | arge, seanl ess whol esal e
markets across several RTGs as a way to expand mar ket
opportunities and increase efficiencies.

Even i f expansion were appropriate at this tine,
it's troubling to ne that PIMis proposing to depart from
the original plan and integrate ConkEd before AEP. This
approach doesn't nake sense froma scope and configuration
perspective, and it raises significant |ogistical and
operational problens that will result in a limted,
constrained transm ssi on path between PJM and ConEd.

This result is inconsistent with the founding
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bedrock principle of PIMfree-flowing ties. Moreover, the
PJM mar ket nonitor has concluded that under this scenario,
there are market power problens in the Conkd zone.

Finally, if and when PJM expansion is
appropriate, the cost of expansion nust be allocated fairly
anong those who benefit. PJM nenbers and their custoners
are being asked to pay nost of the $100 million costs of the
expansion that will bring themlittle identified benefits.
PIJM al ready has a very efficient energy market. W're
skeptical that there will be neaningful additional benefits
to the existing 25 mllion PIMelectricity custonmers from
t he expansion of PIMinto the M dwest.

A cost benefit analysis of the inpact of the
expansi on on existing PIJM nenbers nust be conpl eted before
this expansion i s undertaken.

In closing, | want to reiterate that we strongly
support the creation of properly-configured, independent
RTGCs. We | ook forward to working closely with the
Conmm ssion, PJM and ot her stakeholders to acconplish that
objective. And, by the way, | should say | agree with a | ot
of what M. Schultz said right before ne, although I'm not
sure |'d make the RTOquite as big. 1'd try to acconplish
t hat through coordi nation.

Wth that, I'd be happy to try to answer

guesti ons.
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evi dence.

351

MR KAPLAN. Thank you, M. Sipics.
Wth that, | nove the introduction of PPL Exhibit

PRESI D NG JUDGE: Any obj ection?
(No response.)

PRESI DI NG JUDGE: PPL-1 will be received into

(The docunent referred to was
marked for identification as
Exhi bit Nunber PPL-1, and was
recei ved in evidence.)

MR KAPLAN: The witness is available for

exam nation, Your Honor.

staff?

Q

PRESI DI NG JUDGE: Any questions from Comm ssi on

MR BARDEE: Yes, Your Honor. Ms. Fernandez.
PRESI DI NG JUDGE: You may proceed.

CROSS EXAM NATI ON
BY M5. FERNANDEZ:

Good norning, M. Sipics. | guess I'd like to

start up first in your oral testinony today. You nentioned

there's a group within PIMthat's |ooking at reliability

issues within PIM |Is there a tine frame for conpletion of

that project?

A

The group was only started in July. They're just
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devel opi ng sonme of the specific aspects of the charter. |'m
not aware of a specific time frame for the conpl etion of
t hat .

Q G ven your past experience within PIM do you
have any guess as to how long it may take?

A I think with the appropriate focus, if you got
the people there -- that's one of the difficult things,
getting the people fromPJM and the nenber conpanies to neet
on a frequent basis -- if there were enphasis onit, | could
see that could be done in a matter of a nonth or two. That
woul d require probably quite a few sessions. |If it's going
to be one of these where you neet once a nonth, that's going

to drag out.
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Q In ternms of getting the people involved, is your
concern getting the stakeholders or getting the PJM peopl e
i nvol ved?

A Alittle bit of both. I'mnot sure all of the
nmenber conpani es share PPL's concerns. W would certainly
make every effort to get people there because we feel it's
inmportant. One of our best senior technical people is
actually at Princeton now full time working on the root
cause of the blackout. But we still have other people we
coul d nmake avail abl e.

Q Are there any special reasons why PPL is
concerned about reliability within PIM?

A Maybe |'mvery conservative. Wen | grew up

taught power systemanalysis for six years. Actually one of

our case studies when | was teaching at Lehigh University
was the ConEd bl ackout of 1977. W' ve seen sone things in
recent times that suggest to nme that maybe there's a bit
nore of a focus on show ng the econom cs of the new world
maybe at the expense of reliability, taking it for granted.
That troubles ne. | think then you take
reliability for granted and take your focus off it. That's
when you're going to have problens. You saw an exanpl e of
it inthe Mdwest. | saw people conme out and say it's
because we have a third world transmssion grid and | don't

believe that for one second. W could operate this grid
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withinreliability criteria. | believe you'll find when
they finish the blackout review that it was probably
preventabl e with appropriate coordination and information
avai | abl e and anal ysis and actions after the first few
events took place. There was a fair anount of tine between
the initial events, the loss of the early generators |ike
East Lake and the | oss of the 345 line at 3:00 and anot her
one at about 3:25.

It sounds to ne |ike that sag fromloading as a
result of the earlier 345 line | oss only because it takes
about 20 to 30 mnutes per line to get to its new sag after
it gets loaded to a higher level, you know? So if you
follow NERC criteria and operate the systemso that you
could withstand the | oss of any single facility w thout
overl oadi ng anything el se, then follow ng that event you
readj ust the system such that no other facility results in
overl oading of any other facilities. You mght have been
able to prevent it. But there's lots of things going on and
maybe the focus isn't quite there.

Q Turning to another area, you were one of the few

representatives of the PJM stakeholders and | think what's

becone known as the classic PIM sort of the classic and new

Coke of the RTO worl d.
(Laughter.)
THE WTNESS: W're cl assic coke.
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BY M5. FERNANDEZ:

Q Earlier, primarily yesterday, AEP tal ked about a
proposed interimsolution. | guess I'd like to ask sort of
froma PJM st akehol der and the classic PIJIM what do you
t hi nk of that proposal and what do you think are the
benefits or the risks to short of the classic PIW

A | read it on the way down here actually.
didn't take a lot of tine to contenplate it. One of the
concerns | had, | think what you really need is consistent
rules across the markets. 1'd like to see the |ocati onal
mar gi nal price dispatch be used nore broadly. | think that
makes the nost econom c generators run. It nakes it easier
to do anal ysis as several prior w tnesses have pointed out.

I"mnot sure what you'd gain by doing essentially
what was day one with sone undetermned tine until you get
to day two where you actually get to that new protocol to
di spatch by LM

Essentially you contribute your facilities but
you don't run the sane dispatch protocol so what does that
nean? Wat do | gain out of that? | don't see reliability
benefits fromit.

Q Is it fair to say, | guess, fromthe classic PIM
standpoi nt there may be benefits to having sort of the full
integration but short of that you don't see the benefits.

A There could be but even then |I'd want to nake
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sure that the costs of that expansion are properly borne.
When there's suggestions of |ost revenue that are based on
historic sonetines really old data that aren't necessarily
what studi es suggest flows would be like in the future, you
coul d have the PJM cl assi c conpani es' custoners ultimtely
share owners until rate caps conme off paying for the
integration of these new conpanies. That's a concern to ne.
That's a secondary one to reliability issues, but it is a
concer n.

Q So the treatnment of |ost revenues for the new
menbers joining woul d al so be a concern?

A Especial ly when you can't tell where in PIMit
cane, SO you just socialize it across all the conpani es.
Sone inport. Some don't.

(Pause.)

Q In your testinony you express sonme concern about
Commonweal th integrating into PIMprior to AEP. Could you
sort of explain what your concerns are?

A Again, | grew up in PIMwhere we operated as a
single systemfor along tinme. W dispatched it as if it
didn't matter if there was PPL, Public Service and PECO, GPU
and Pepco and Baltinore Gas and Electric in there. You
di spatched it as a whole, you | ooked at what the | oad was,
you | ooked at what avail abl e generation was and you

di spatched it. A security constrai ned econonm c dispatch so
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you could neet them both operating criteria and the | oss of
that facility didn't overload anything el se. And we took
care of any net transaction purchases and sales in an
accounting exercise after the fact.

So actually noving to an RTO wasn't, | shouldn't
say it wasn't challenging, there was |Iots of work and al
the people in PIMwould confirmthat, |I'msure, but PIM
especially and even the nenber conpanies, but you knew the
system you know where the limts are, and there are limts
to systemoperation that aren't reflected just in the
security constraint dispatch. W could |look at one |ine out
at a time on any other line. That's good for thernal
overload. That's not good for issues of voltage problens,
reactive problens or stability concerns.

So a lot of tines we did off |ine analyses. W
woul d suggest that, if this facility is out of service, you
need to invoke this operating schene and | think that gets
nore difficult to do when you're trying to paint that over
areas that aren't part of the sane electrical system O

course, they're interconnected and what happens there

affects us.

But there's a ot of systens in between but I
don't see the efficiencies there. It's alnost too separate
anal yses.

Q Wul d the concerns be | essened if AEP and
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Commonweal th Edi son at Dayton were integrated at the sane
time?
A And they operated on the sane basis? Yes, there

woul d be, absolutely.

M5. FERNANDEZ: That's all | have.

PRESI DI NG JUDGE: Any other staff questions for
the w tness?

MR BARDEE: No, Your Honor.

PRESI DI NG JUDGE: Chai rman, do you have anyt hi ng?

CHAI RVAN WOOD:  |'m contrasting two engi neers
with good pedigrees and I"'mtrying to find out howto
connect all these dots. 1'mgoing to ask you to help ne.
You nmade sonme comments about the blackout and about
reliability issues perhaps being overl ooked or |esser in
i nportance than sone of the nmarket issues, yet you talk
about in response to Alice's question about the upper LM
mar ket that kind of hal fway nmeasure that AEP put forward.

Do you have, can you nove to LMP and get
reliability issues dealt with? Wat's |eft behind?

THE WTNESS: |If you have LMP if you choose to
operate to the reliability criteria | think you can. It's a
matter of find LMP out here and a little pipeline and a | ot
of other electrical facilities in between and an LMP here.
What happens to all the other information along the way so |

can do this system anal ysi s?
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I think ultimately you had earlier nentioned, M.
Chai rman, about air traffic analogy. | like that because |
think that's what RTGs are. | can fly from San Franci sco to
Lehigh Valley Airport and I go through many air traffic
control l ers space and they operate on a common set of rules
that is fairly seam ess. W need to work on those rules
both for the market and for reliability standards.

I wish there were a lot nore |ike NPGs that are
mandatory, there are penalties for nonconpliance, and you
feared havi ng sonebody say you're not operating to these
standards as you do if your NPOrating drops. There's
penalties and significant penalties for that so people
operate nuclear systens, | think, very reliably and safely.

| don't have the sane confidence that all of the
mar ket participants have that same focus on reliability with
the electrical system There's rate caps, there's pressures
ot herwi se and nuch as we want to be altruistic, | think sone
peopl e maybe don't have the sane focus.

CHAl RVAN WOOD:  Per haps mandatory reliability
rul e coul d change that focus?

THE WTNESS: | think it woul d.

CHAl RVAN WOOD:  Yet with those sane concerns as
heard fromthe prior witness, fromITC, you for | guess for
pretty local reasons don't want to see PIMbe that air

traffic controller or at least an air traffic controller
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over a larger territory.

Do we then revisit the Aliance Conpany choices
and say you're all going to M SO?

THE WTNESS: If | were the energy Czar | would
probably draw the boundaries a little nore on the |ines of
the way the reliability council boundaries were drawn in the
past and ensure common markets and coordi nati on anong those
RTGs as opposed to having one painted over the entire
Nor t heast .

CHAI RVAN WOOD: I n the past two years we've tried
bot h.

THE WTNESS: | understand and | appreciate your
frustration.

CHAl RVAN WOOD: The noney side two years ago.
What's the fee per negawatt hour that PPL, | guess, who
spilled that? The |oad serving entity?

THE WTNESS: Mst of that is to the | oad serving
entity. The nunbers | renenber being on the managenent
commttee back I think it was in 1996, | was objecting to an
increase in the operating budget to $25 million. CQur share
of that was about 1/8th. It was around $3 nillion.

There were sone costs for facilities too that are
now PIMfacilities, capital costs to be fair. That would
probably add |ike another $2 mllion, but the budget for

next year for PPL is $22 million. To just schedul e Non
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Ancillary Service One it is over fifteen.
CHAl RVAN WOOD:  That's schedul e ni ne?
THE WTNESS: Service One is essentially PIM

costs to PPL, over $15 nmillion. |It's gone up fairly
substantially. The economes of scale. | guess | haven't
seen themyet. |'msure we would have had t hem

CHAI RMAN WOOD:  |Is that assessed in the cents per
megawatt hour charge?

THE WTNESS: It is. | don't renenber the
nunbers. | can get that if you'd I|ike.

CHAl RVAN WOOD:  Has there been an assessnent on
top of that to recover the costs of the new narket
attachnent ?

THE WTNESS: Actually the budget didn't include
t he market expansion costs but we can get you the specific
nunbers if you' d |ike.

CHAIRVAN WOOD:  1'd like to see what you' ve got.

I think that's all, Judge.

PRESI DI NG JUDGE: Does any ot her conm ssi oner
have questions? Conm ssioner Massey?

COW SSI ONER MASSEY:  So your approach woul d be
two RTGs in the Mdwest region with a different sean? You'd
draw the boundary differently? Wuld you have each of them
operating in the security constraint dispatch with LMP?

THE WTNESS: | would and | would require
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coordi nati on anong the RTGs.

COW SSI ONER MASSEY:  And the security
constrai ned dispatch with LMP, do you see that as a
reliability feature?

THE WTNESS: | do if you follow the guidelines,
if you truly operate to the |loss of the worst single
facility, yes. It allows you to operate the systemreliably
with the best information about what adjustnents you need to
make to operate reliably. Somebody coul d choose not to but
it mght be obvious and at |east you' d know your renedies
when you do need to nmake system adj ust nents.

Ri ght now you'd need information from ot her
parties because of what Dr. Schultz described as | oop flows.
It does affect your own systemflows and | think to just
rely on the real time runs is expecting a ot of the
operators when the systemis not fully intact, which is a
ot of the tinme because there's a transmssion |line out for
mai nt enance or facilities out for other reasons.

I know we did a lot of work in the past in what
was an operations planning branch and it's still done at PJM
now to understand the inplications of that beforehand.

So you need sone information actually the day
before, nore than real tinme, especially for contingencies
that aren't as sinple as a thermal overl oad.

COW SSI ONER MASSEY:  Thank you.
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COW SSI ONER BROMNELL: You've raised reliability
concerns that candidly we have not heard fromthe other
nmenbers. Who else is on your working group? Did you
convene the working group? D d NERC express some concerns
about reliability? Were did the working group evol ve fron?
Who are the nenbers and who shares your concern anong the
menber shi p.

THE W TNESS: Comm ssioner Brownel |, the working
group, | believe, originated froma visit that Larry
deSi none, who is essentially the COO of PPL and |, had with
Phil Harris, Mke Kornos and Frank Koza from PJM where we
expressed sone concerns and heard back that sone of the
conpanies didn't share our views of how much of the
reliability responsibility was on PIM

PJM convenes that group and all of the
transm ssion owners and PJM are represented on that group.
Sone of the nmenbers from our conversations with themshare
our concerns but | guess not a |lot of them publicly.

COW SSI ONER BROANELL: Well, a pretty strong
statenment to nmake publicly, and as we evolve fromwhat we've
| earned on August 14, | think sonething we all did take and
take nore seriously today. So I'd be interested in getting
comments fromthe other nenbers of PJM about specifically
what those concerns are. |'mnot sure how a nmarket issue

could conpromse a reliability issue and I'd like to flesh
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out, if you will, kind of what is behind the statenent that
you have nmade that markets are taking precedence over
reliability.

THE WTNESS: Well, one exanple | could give now
that brings nme concern. W had a pilot programon the
Del marva Peni nsul a this past sumer where, instead of
operating such that you would adjust it to the generation
bef orehand to the worst contingency. You woul d adj ust
generation after the contingency occurs because it occurs
very infrequently.

If you do that, you'll show a savings of course
because now you ran the nore econom c generation outside the
peninsula to get it in the peninsula. But you are operating
closer to the edge. |If you couldn't nove the generators, if
you didn't get the information to know that the conti ngency
occurred, which nmay be what happened in the Mdwest, |'lI
wait for the report, you' ve taken sonme nmargin away. That
causes me concern.

O her nmenbers | know, public service, for
exanpl e, expressed a sim|lar concern when the pilot was
pr oposed.

COW SSI ONER BROMNELL: It will be interesting to
get the comments. Delmarva Peninsula is a rather unique
situation. 1'd like to hear a little bit nore on sone other

exanpl es and sone other markets. You suggested RTGs will
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only be accountable if they are for profit and suggest, |

t hink you're suggesting, that nmaybe we sonehow nmandate that.
Isn't that decision a decision up to the nenbers of the
cartel ?

THE WTNESS: That was kind of secondary, but
you're right. | did allude to that. Wuat | was trying to
do was find sonme way and regulating for profit by FERC coul d
be one way to have sone incentive to hold down costs. Wen
it's a pass through as it is now, PJMcosts are passed
through to the menbers. Ten percent of the nmenbers pay
3/4ths of the costs and it's pretty tough for votes to
control costs. A lot of the people have a very snall
portion of the cost and aren't necessarily then voting the
bottom|ine where the few people who are affected are kind
of out nunber ed.

COW SSI ONER BROMNELL:  The i ndependent board
doesn't have responsibility for ensuring efficiency in
managenent. | think our viewis that that do.

THE WTNESS: It would be ny view that they do
also. I'mnot sure |'mconvinced that we're as efficient as
we coul d be.

COW SSI ONER BROMNELL:  Thank you

PRESI DI NG JUDGE: Anything else for the wtness?

(No response.)

PRESI DI NG JUDGE: Thank you very much for your
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testinony. M. Sipics, you are excused.

(Wtness excused.)

PRESI D NG JUDGE: The next entity that we wll
take testinmony fromthis nmorning i s Edi son M ssion Energy,
Edi son M ssion Marketing and Trading, Inc., and M dwest
Generation EME LLC

M. O Donnell?

Wher eupon,
JOHN P. MATHI S and REEM J. FAHEY,
W tnesses, having been called for exam nation, and having

first been duly sworn, were examned and testified as

foll ows:
D RECT EXAM NATI ON
BY MR O DONNELL:
Q Coul d each of you give your nane, address and

busi ness address?

A (MATHS) M nane is John Mathis, President and
Associ ate General Counsel, Edison Mssion Energy. MW
busi ness address is 555 12th Street, N.W, Wshington, D.C
20004.

A (FAHEY) M nane is Reem Fahey, regional Vice
President for Market Policy. M address is One Financial
Pl ace, 414 South LaSalle, Chicago, Illinois 60605.

Q Did the two of you prepare and file the joint

testinony of John P. Mathis and Reem J. Fahey, on behal f of
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Edi son M ssion Energy and Edi son M ssion Mrketing and
Tradi ng and M dwest Ceneration EME LLC, in response to the
Comm ssion's inquiry in this case?

A (MATH' S) Yes we did.

Q Was that testinony prepared by you or under your

super vi si on?

A (MATHIS) Yes it was.
A (FAHEY) Yes.
Q If I asked you the questions that appear in the

testinony today, would your answers be the sane as shown

t her ei n?
A (MATH' S) They woul d.
A (FAHEY) They woul d.
Q Attached to the testinony are four exhibits

marked EME-1 through 4. Are those al so prepared by you or

under your supervision?

A (MATH S) Yes, they were.

A (FAHEY) Yes.

Q I"d ask you to summari ze your testinony at this
tinme.

A (MATH'S) Thank you very much

Chai rman Wod, Conm ssioner Brownel |,
Conm ssi oner Massey, Judge Cowan, we really do want to take
the opportunity to thank the Comm ssion for initiating this

inquiry into the current inpedinents to and proposed
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solutions for RTO formation in the Mdwest and all ow ng us
to present testinony and speak to you today on this
i mportant topic.

W both are appearing today on behal f of Edison
M ssion Energy and its subsidiaries. That's Edison M ssion
Mar keting and Tradi ng and al so M dwest Ceneration EME LLC
which is our Mdwestern generation conpany.

As the | argest independent generator in the
M dwest, M dwest CGeneration has a vital interest in ensuring
t he devel opnent of a reliable, conpetitive whol esal e energy
market in the M dwest.

For this reason we have consistently supported
the original proposal since July of 2002 for Com Ed and AEP
to join PJMtogether

However, for the sane reason, we along w th other
parties in filings made with the Comm ssion nade | ast My,
have vi gorously opposed Com Ed' s what we consi der abrupt
decision last May to join PJMon a stand al one basis.

Com Ed' s stand al one integration in PJM produces
no apparent net econom c benefits to the public. The
proposed 500 negawatt bilateral transm ssion pat hway between
Com Ed and PJMthat exists and is under contract to ComEd' s
affiliate, Exelon Generation, is |ess than three percent of
Com Ed's total export capability.

This case is unlike a nerger proceedi ng which a



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

m nimal contract path is proffered mainly to satisfy the
requirenents of the Public UWility Hol ding Conpany Act, is
proffered mainly to satisfy the requirenents of the Public
Uility Hol ding Conpany Act.

Integration for purposes of Order 2000 requires a
ot nore. This path is wholly inadequate to inplenent the
requi renents of Order 2000. It requires nmarket based
congestion managenent such as LMP. Moreover, the proposa
rai ses a host of significant reliability and conpetitive
concerns, sone of which you have already heard. Most
inportantly, the failure to integrate into PMJ
simul taneously with Com Ed or having Com Ed cone after it,
| eaves a vast hole in the mddle of PIM as the rest of PIM
and M SO nmar ket nonitors have acknow edged.

This seamis unlike the seans between the RTGCs
that the Comm ssion has addressed through the conditions in
its July 31, 2002 order, because neither PIMnor M SO wi ||
have control over the AEP systemin that particular
si tuati on.

Nonet hel ess, the joint operating agreenent
between PIMand M SO is entirely silent on this deficiency
despite the concerns expressed by both market nonitors.

Further, the PIJIM market nonitors prelimnary
anal ysis of the stand al one Com Ed mar ket indicates that it

woul d potentially experience generation and nonopsony power.
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Wiil e we don't endorse the nethodol ogy enpl oyed by the
market nonitor in his analysis, the conclusion is dismaying
becane there is no evidence of market power or nonopsony
power in the market today.

How coul d PIJM recommend this proposal if the
market nonitor finds that it creates market or nonopsony
power concerns that do not exist today? Wat then do we
recommend that the Conmm ssion should do to pronote
conpetitive and reliable markets?

W believe that the Conmm ssion should proceed to
i npl enent as qui ckly as possible the original RTO
configuration proposed by the new PJM conpanies with the
conditions set forth in the Comm ssion's July 31, 2002,
order.

Al t hough Com Ed and the other new PJM conpani es
have chal | enged the | awful ness of these provisions in a
petition for review of the Comm ssion's July 31, 2002,
order, filed with the D.C. Grcuit, we believe such
conditions are inperative to ensure that those RTO choices
of the forner Alliance Conpanies are in the public interest.

In this regard we appl aud the Conm ssion for
directing PIMand M SO to elimnate the through and out
rates for transactions sinking in the conbi ned PIM M SO
footprint.

The Conm ssion, we believe should pronptly finish
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the job it started. To this end it should require the
former Alliance Conpanies to elimnate their through and out
rates for transactions sinking in the conbi ned PIM M SO
footprint as PJM has proposed, with the opportunity for each
utility to recover lost revenues and prevent cost shifting
through alternative rate designs. It should reject other
nmeasures that would subvert its efforts to elimnate
pancaked rates in the Mdwest region and, in this regard,
Your Honors, we note that ComEd recently filed with the
Commi ssion an application to substantially increase rather
than elimnate its transmssion rates, including its firm
point to point transm ssion rate for transactions sinking in
t he conbi ned PIM M SO foot print.

W al so believe that the principal inpedinment to
proper RTO configuration in the Mdwest is regrettably the
obstructive actions of sone state conm ssions. Here we
agree with ComEd. It cones as a surprise to themthat we
agree with ComEd on this point, that the comm ssion has the
authority to preenpt inconsistent state |laws that frustrate
the Comm ssion's orders and its exclusive jurisdiction over
transm ssi on and whol esal e sales in interstate comerce.

W do recogni ze that the Conm ssion mght wish to
make a final attenpt to reach a settlenent anong the
parties. Prior to the hearing yesterday we had thought the

split systemconcept for the AEP system m ght be a potenti al
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basis for settlement but AEP appears to have taken that
possibility off the table with their testinony.

If the Comm ssion, neverthel ess, w shes to
provide a | ast clear chance, we woul d hope and we woul d
suggest that it should inpose a deadline for agreenment of no
nore than 30 to 60 days.

In all events, the Conmm ssion should nake it
clear to all parties that AEP, Com Ed and DPL nust be
integrated into PIJM by Cctober 1, 2004.

Chai rman Schreiber's comment that it's tinme to

pull the trigger conmes to mnd in this connection.
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In closing, we would like to reiterate the need
for the Comm ssion to get the process of RTO formation in
the Mdwest right. In this case, right, we believe, neans
the full integration of AEP, ConEd and DPL into PJM

The Conmi ssion's conpetitive market policies
stand at a critical juncture. The recent California energy
crisis and the August 14th bl ackout have caused nunerous
parties to express doubts concerning the feasibility of
conpetition in the electric industry. It is because we are
comm tted proponents of the Comm ssion's pro-conpetition
policies that we nmust express our deeply felt concern that
such policies could ill afford another crisis of any kind.

Accordingly, we urge the Conm ssion not to rol
the dice by allowing ConEd to integrate with PJM before the
hol e that separates ConkEd from PJM that is AEP, also
beconmes a nenber of PIM That is what the new PJM conpani es
prom sed to the Conm ssion before it issued the July 31,
2002 order accepting the RTO choices of the former Alliance
conpani es. And the Comm ssion should accept nothing |ess.

The integration of ConEd into PIMon a stand
al one basis requires reliance on a configuration that has
never been inplenmented before, and relies for its
integration on a nodest virtual path that crosses a utility
that will not be a nmenber of either RTO If that

configuration should fail, as we fear that it would, ConEd
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and PIMw Il not be the only ones to suffer. The
Comm ssion's conpetitive market policies will also suffer
wi despread | oss of public confidence and thus, of course, we
urge you to make sure that the RTO formation process in the
M dwest is done correctly.

Once again, thank you for this opportunity to

present our Vviews.

Q One further question, directed to Ms. Fahey. You
were present, | believe, during the discussion yesterday of
AEFP' s what has been referred to as interimproposal. Do you

have any conmments on that proposal ?
A (Fahey) Yes. Edison M ssion does not support
t he AEP proposal for the follow ng four reasons:

The first one is that proposal does not get us
into an integrated market across the whole PIJMfootprint,
and frankly we're afraid we're going to end up with actually
three sets of rules within that PIMfootprint.

The first set of rules would be within the PIM
class. You have LMP-style markets and you have the FTR
paradi gm the financial transm ssion rights, then you have
AEP sort of sitting in the mddle with point to point
transm ssion. W have TLRs. Frankly, it is as it exists
t oday, so we have another set of rules in sort of the so-
cal l ed PIM

Then you also end up with a third set of rules
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for Conkd, even though ConEd will be under an LMP. They
will not be truly integrated in PJM because of the limted
500 negawatt pathway. And actually, the prelimnary

anal ysis PJM has done showed that PJM woul d have to end up
with its own resource adequacy market, its own capacity
mar ket that's not exactly the same as PIM W have
different spinning reserve markets and ancillary narkets,
and we believe that's just not acceptable.

The second reason is that we don't really believe
it's a good offer because actually it's the status quo. As
they nentioned in their testinony yesterday, we already have
SPP that's doing ATC and TTC cal cul ati ons and granti ng
transm ssion service. They already have an i ndependent
market nonitor. Further, FERC intends to elimnate the rate
pancaki ng for the conbined M SO PIJMfootprint and to the ex-
Al'liance conpanies. So for themto say, we're offering the
elimnation of rate pancaking, we've already got that.

Accordingly, | believe that AEFP' s proposal wl |
deprive the consuners fromthe | argest benefit of RTO
participation, which is the efficient, economc central
di spatch of generation.

The third issue we have with this -- and | did
not hear others nmention it -- is that we believe this
proposal actually gives the AEP generation affiliate an

unfair market advantage because what basically they woul d be
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doing is, on one side of them you have PJM cl assic that
wi Il dispatch all of PIMs |oad in the day-ahead and real
time market. And AEP, because of interface pricing points,
will be able to conpete for that market w thout having a
bilateral transaction with any of the other entities within
PIM

The sane would be true if you inplenent on the
ot her side, the ConkEd proposal where they would have an LM
market. Then, again, AEP has interface points wth Conktd,
and again, they will be able to conpete for that load in the
day- ahead and the real tine market, except that the biggest
concern for us is that there is no process for us to do the
sane thing. Wat they're saying is, our load is not up for
grabs, it's not going to be dispatched by PIM so this is
truly an unfair market advantage to them

I"mactually very pleased that Chairman Wod
pi cked up on that and I'mvery pleased that you' ve asked
both Dr. Patton and M. Bowing to cone back in nine days,
believe, to specifically comment on that sort of market
mani pul ation issue. |'mvery pleased you picked up on that.

Finally, actually we agree with ConEd that if we
accept the AEP proposal, this is a very problematic policy
i ssue because it allows entities to opt out of certain RTO
functions in response to state pressure. |f FERC accepts

the AEP proposal, will FERC than allow a state to pressure a
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utility to opt out of LMP?
Thank you.
MR O DONNELL: 1'd Iike to nove the adm ssion of
Exhibits EME 1 through 4, as well as the prepared testinony,
whi ch I woul d suggest be marked EME-5.
PRESI DI NG JUDGE: Any objections in receiving EVE
1 through 5 into evidence?
(No response.)
PRESIDING JUDGE: W will receive theminto
evi dence.
(The docunents referred to
were marked for
identification respectively
as Exhi bits Nunbers EME 1
through 5, and were received
i n evidence.)
PRESI DI NG JUDGE: We're ready for questioning.
Staff, do you have any questions of the w tnesses?

MR BARDEE: Yes, we do, Your Honor. M.

Fer nandez.
PRESI DI NG JUDGE: You may proceed.
CRCSS EXAM NATI ON
BY M5. FERNANDEZ:
Q I"d like to ask you a few questions, sort of in

your summary today, and also it's tal ked about in your
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witten testinony. You expressed sonme concerns about
reliability | think primarily attributable to the partia
integration of Cormonweal th Edison. | guess I'd |ike
starting with if all the former Alliance conpanies are
integrated into M SO and PIM and the conditions that the
Conm ssi on i nposed on those choices, if those actually go
t hrough, do you see any reliability concerns.

A (Mathis) [I'Il comment first, then I'll |let Reem
comment in a nore conpetent way.

W basically have signed off on the concept of
the conditions alleviating concerns that we woul d have had
otherwise with the configuration. To that extent, we don't
think it's ideal. Qur preference, if we had been naking the
deci si on about which way ConEd should go, it would have been
in adifferent direction, but having nmade their decision,
and again conbined with AEP, and again the el oquence with
which they tied their decision to the decision of American

El ectric Power, was a pretty significant factor in our being

willing to support their decision to do that. It seened
sincere. It reflected the nmarket realities as we understood
t hem

And so when that announcenent was nade, and it
was a total package going to PIM we thought, it's not our
choice but we can live with that, subject to the conditions

whi ch include such matters as the elimnation of pancake
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rates getting to a common nmarket, because a | ot of our
market isin MSO W want to get to a conmon narket as
soon as possi bl e under the schedul e that the Conm ssion
cont enpl at es.

Reem do you want to comment further?

A (Fahey) | don't think we don't have any

reliability concerns. W truly do support the FERC
July 31st, 2002 order, when it accepted the Aliance
conpani es' RTO choices, with the qualifier that all the
conditions need to be inpl enented.

However, we do have reliability concerns with the
Contd stand al one proposal because if you | ook at the joint
operating agreenent, in essence, we believe that when FERC
put that as a condition, back in July of 2002, it was with
t he assunption that AEP was going to be part of that joint
operati ng agreenent.

If you read the joint operating agreenent, it's
only between M SO and PIM AEP is not part of that. W
hope this Comm ssion will not accept that if AEP is not part
of it. |1 was actually very encouraged to hear PJM
yesterday, testify that they hoped AEP woul d actual ly al so
sign that operating agreenent.

Q So all your reliability concerns cone about, is

it mainly because AEP woul d not be part of an RTO?

A (Fahey) Absolutely. W just don't like this
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huge gap in the m ddl e.

Q How woul d the huge gap in the mddle affect the
markets in the Mdwest and the Md-Atlantic?

A (Fahey) It's a great question. | would actually
focus ny answer to the Mdwest and nore selfishly on the
Contd side. But frankly, we don't believe the proposal has
actually any benefits. W had hired a very reputabl e nmarket
expert, Dr. Roy Shanker, who actually did a critique of the
benefits that PJM showed for the inplenentation of the ConEd

N NN N NN R R R R R R R R R R
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stand al one basi s.

If I may just pick on one itemthat | think we
bel i eve was done incorrectly, was they assunmed this 500
megawatt pathway is new. W believe they double counted
that. The 500 nmegawatt transm ssion pathway exists today.
The Exelon affiliate owns that today. It's used today.
They're a very savvy entity. |It's not sitting idle, it's
bei ng optim zed as we speak

So the benefits that they saw were from oh
we're going to have this 500 negawatt pat hway, and we're
going to do dispatch, which exists today. W saw very
l[ittle benefits and a | ot of harm

Q Does Edi son M ssion have any capacity between

Commonweal t h Edi son and PJM t hr ough AEP?

A (Fahey) No, we don't. PJMisn't necessarily our

market, it's Exelon's narket because of their nucl ear



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

381

energy, and their portfolio nmakes frankly, our market is the
M dwest; Wsconsin, Amreren, AEP, G nergy and so forth.

Q So you're concerned that it would create narket
power that may not exist today?

A (Fahey) Yes. The critique of the market
analysis report is because this sort of, if |I may, funky RTO
configuration --

(Laughter.)

W TNESS FAHEY: You have PJM cl assic, and we have
two states, a huge gap in the mddle. And then ConEd sort
of integrated on that other side. |In essence, they're using
New Jersey and Maryl and generators to be conpeting with the
Contd generators with blinders on what the true nmarket is.
AEP has a |l ot of generation they sell into ConEd all the
tinme. It's in Exelon's testinony.

W believe the market analysis report was flawed
because they just integrated the market through 500, and
that's how they dispatched it.

BY M5. FERNANDEZ:

Q You al so nention in your oral testinony today, a
concern that AEP s interim proposal would give them an
advantage in nmaking sales of energy. | was wondering if you
could sort of explain that a little bit further.

A (Fahey) Absolutely. 1It's a huge concern for us.

Basically, the way it works -- let's just focus on the PIJM
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classic side because ConEd is simlar -- but on the PIM
classic side, and it happens today, where in essence the
whol e load, PJMtries to conmt enough generation and runs a
security constraint dispatch and commts the nost efficient
generation to serve the |oad, both on the day-ahead and rea
time market. So even though AEP is not part of that

di spatch, there's interface points and AEP ships a
substantial amount of energy into PIJMthrough the interface
poi nts, because you can bid on that.

In essence, they are conpeting with the rest of
the PIMcl assics to serve that | oad, which is fine. You
know, conpetition is a good thing, as long as it's
reci procal, but the opposite isn't true because there is no
LMP style market within AEP, and their proposal, and |
believe I highlighted this, is that the only way you can
serve the load is by having a bilateral transaction with
AEP. That's a huge, unfair market advantage.

Q | guess if | could summarize it, it's basically
you see it that under that proposal, AEP s generation can
conpete with that in the classic PJM but there's no ability
for the | owcost generation within the classic PIMto
conpete in AEP s nmarket?

A (Fahey) Exactly.

M5. FERNANDEZ: Thank you, that's all | have.

W TNESS MATHI S: The sane thing would be true viz
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a viz comment on the western side.

PRESI DI NG JUDGE: Anything further fromstaff?

(No response.)

PRESI DI NG JUDGE: Do any of the Comm ssioners or
t he Chai rman have any questi ons.

CHAI RVAN WOOD: Wth the elimnation of the
regi onal through and out rate, all throughout the area, what
i mpedi ments are there to Edi son M ssion Energy selling your
generation into what will, by Qctober '04, be in the M SO
footprint and the LMP market, as well. Is it a transition
i ssue that's a business concern for you?

W TNESS FAHEY: The biggest issue, Chairnman Wod,
is the point to point paradi gmdoesn't work.

CHAl RVAN WoOD: | got that.

W TNESS FAHEY: If you elimnate rate pancaking,
you still have to submt -- well, let's just talk about a
transaction that | may attenpt to do to sell into PIM
That's great that the ConEd side is LMP, but then you have
this big gap, and it's a physical gap. To get across AEP, |
have to put in --

CHAI RVAN WOOD:  |I'msorry. Let nme just say,
let's assune we've got AEP and ConEd and Dayton in this LM
market in PIM

W TNESS FAHEY: | have no issue with that, then

We care about Dayton as well. | don't want to | eave them
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out of this.

(Laughter.)

W TNESS FAHEY: AEP for us is actually the glue
t hat connects the gap between PJIMand Illinois. So if AEP
is fully integrated in that market, we do not have an issue.
And we believe your order of July 2002, given the condition,
is sonething we applaud. W can live with it.

CHAl RVAN WOOD:  Coul dn't all those conditions
fairly be nmet, based on your experience |iving under them
for 14 nonths, 15?

W TNESS FAHEY: It's always interesting, when
peopl e want to get sonething done, they'll find a way to get
it done. Frankly, we have two very large entities, both
Contd and AEP, engaged in a very conpl ex nerger agreenent,
and they got things done because it was in their best
interest to get it done.

So | believe, yes, you can get them done.

WTNESS MATH' S: | think, M. Chairman, a little
hel p fromthe Comm ssion m ght also be in order.

CHAl RVAN WOOD:  That's what's going on at this
hearing. Thanks.

PRESI DI NG JUDGE: Anything further fromthe
Conmmi ssi oner s?

(No response.)

PRESI DI NG JUDGE: Thank you very much for your
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participation. You' re excused.

(Wtnesses excused.)

PRESI DI NG JUDGE: W have one |ast entity in this

group. That's the M chigan and Wsconsin Stakehol ders
G oup. M. Bachman?
Wher eupon,
JAMES R KELLER

was called as a witness herein, and having been first duly
sworn, was examned and testified as fol |l ows:

DI RECT EXAM NATI ON

BY MR BACHVAN:

Q M. Keller, please state your nane, title and
busi ness address for the record.

A My nane is James R Keller. | amDi rector of
Policy and Planning for Wsconsin Electric Power Conpany.
M/ business address is 333 West Everett Street, M| waukee,
W sconsi n 53203.

Q You have before you, and |I've provided to the

Court Reporter, a copy of what has been narked for

identification purposes as M/W-1. |Is that correct?
A That's correct.
Q Is that the testinony you filed on

Sept enber 23rd, 2003, as prefiled initial testinmony in this
Commi ssion inquiry?

A Yes, it is.
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Q Was this testinony prepared under your direction
and supervi si on?

A Yes, it was.

Q Are there any additions or corrections you' d |ike
to make to the testinony at this tine?

A I just have one correction. On the |ast page,
page 17, line 3, the word "intra" is msspelled. That
should read "intra-RTO "

Q Thank you.

If I were to ask you the questions that were
posed to you in that prefiled testinony today, would your
answers be the sane as they are in that now corrected
t esti nony?

A Yes, they woul d.

Q M. Keller, could you pl ease sumari ze your
t esti nony?

PRESI DI NG JUDGE: Before he sunmmarizes the
testinony, | nmake note of the fact that we have a notion to
strike the testinmony from American El ectric Power Service
Corporation. | also received a response fromthe M chigan
Wsconsi n stakeholders to strike the testinony basically on
the grounds that it goes into issues, operation and
financial inpacts of |loop flows and congestion that are
beyond the scope of this proceedi ng.

| think I've decided to admt the testinony here
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for the purpose of informng the record as to inpedinents
for utilities joining RTGs and proposals for resolving those
i npedi nents. | think we have, through the questioning today
and yesterday, gone into sone of these matters, and | think
it would probably be appropriate that we continue to do so
here. So | amgoing to admt the testinony.

You may proceed with your sunmary.
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(Exhi bit Nunber M/W-1 was
marked for identification and
received in evidence.)

THE WTNESS: Thank you, Judge Cowan, Chairnman
Wod, Conm ssioners Brownell and Massey. | am enpl oyed by
the Wsconsin Electric Power Conpany, but | am here today on
behal f of stakeholders in M chigan and Wsconsin.

The |ist of stakeholders is found on page 4 of ny
testinony. It includes transm ssion-dependent utilities,
diversified energy conpani es, stand-al one transm ssion
owners, public power agencies, cooperatives, and end-use
cust oners.

In addition, the Mchigan and Wsconsin State
Conm ssi ons have supported the stakehol ders' efforts in
their own testinony that we heard yesterday and in coments
filed in this inquiry.

The interests of this broad stakehol der group are
simlar -- to hold Mchigan and Wsconsin utilities harm ess
fromthe effects of |Ioop flow and congestion as a result of
t he deci sions of the new PIJM conpanies to join PIM and the
resulting seans that are formed al ong the sout hern borders
of these two states.

Recal | that M chigan and Wsconsin are cut off
electrically fromthe rest of the Mdwest |1SO by the RTO

choi ces of AEP and Com Ed. W' ve al so had sonme di scussi on
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al ready today about recent experiences with significant
seans, nanely | essons from August 14th.

The early | essons, w thout draw ng any
conclusions, are that it appears that seans issues and | oop
fl ows and congestion managenent are, indeed, vitally
important issues. The Comm ssion correctly recognized this
when you established the hol d-harm ess condition back on
July 31st, 2002.

You reaffirmed the inportance of hol d-harni ess
for Mchigan and Wsconsin in your Orders of February 26th
and June 4th of this year. M testinony here today is
sinply to rem nd you to not brush aside the hol d-harmn ess
i ssue.

It is not an inpedinent to RTO formati on.
Instead, it remains a vitally inportant condition to be
satisfied. Included in ny testinony are the M chigan and
W sconsi n stakehol ders' high-1evel views on how to address
t he hol d- harnl ess i ssue.

W recogni ze that today's proceedi ng may not be
the venue to resolve this issue, but we've been trying to
reach resol ution on hold-harmess for 14 nonths now. The
M chi gan and W sconsin stakehol ders | ook forward to an
effective joint operating agreenent between M SO and PIJM

W' ve had a fair anount of discussion here over

the last two days on that joint operating agreenment. At
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this point, the JOAis only a draft.

W feel that it's not likely to address all of
t he hol d-harm ess issues. | note that even AEP, in their
notion to strike ny testinony, apparently recognizes this as
t hey propose to submt a plan to address what they term as
resi dual effects.

It's not clear when we will see that plan, and,
of course, the joint operating agreenent is not intended to
address the financial aspects of the hol d-harnmn ess
condition. | was pleased to hear in Ms. Mdler's testinony
yesterday, that Com Ed has a financial proposal in m nd.

Unfortunately, they have chosen not to advance
the proposal at this tinme. In conclusion, the hold-harn ess
condition remains an inportant condition to be nmet for the
new PJM conpanies to join PJM and the M chi gan- W sconsin
st akehol ders stand ready to resolve this issue.

Thank you very nuch.

MR BACHVAN. The testinony having been adm tted
already, | make the w tness avail able for questioning.

PRESI DI NG JUDGE: Thank you, M. Bachman. Does
Staff have any questions of this w tness?

MR BARDEE. Yes, we do. M. MLaughlin?

PRESI D NG JUDGE: Proceed, M. MLaughlin.

CROSS EXAM NATI ON

BY VR MLAUGHLI N:
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Q M. Keller, | just have a few questions. On page
2 of your testinony, you state the purpose of your
testinony; am| correct; that you are starting fromthe
predi cate that you' re working to inplenent the conditions
i nposed on July 31st, 2002. 1Is it Mchigan and Wsconsin's
goal to try to achieve that paradignf

A What we are trying to achieve is that specific
condition, one of the nine, which is the hol d-harnl ess
condition, to get that resolved.

Q As | recall, last year when the Conm ssion was
addressing the issue of the elections of the fornmer Alliance
Conpani es, the M chigan and the Wsconsin stakehol ders had
a nunber of concerns and a nunber of reservations about
t hat .

I just wanted to be clear that you re not second-
guessing or wanting to reopen that issue, but just want to
nove forward.

A That's correct. | think you heard a nunber of
nmenber entities in Mchigan and Wsconsin, express concern
about the choices and concerns that perhaps this isn't the
nost | ogical choice of RTGs.

But what |'mhere testifying about today is not
any second-guessing. This is to neet the conditions of the
July 31st O der.

Q Yesterday, in discussions with AEP -- we'll
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expl ore the option of AEP joining PJM but w thout running
t he PIJM congesti on managenent system Do the W sconsin-

M chi gan stakehol ders -- have they thought about that? Do
t hey have any position on that?

A | have not been able to consult with the nenbers
of the stakehol der group since that has cone out. | guess |
don't have a unified position on that.

| can give you ny own opinion, which is that it's
sketchy, at best, at this point, and sort of |ooks |ike the
status quo. Certainly, the Wsconsin-M chi gan stakehol ders
are concerned about the patchwork nature of how RTGs are
apparently com ng together here and the all inportant seans
on our southern borders.

Q | realize it's a short period of time, but if the
W sconsi n- M chi gan st akehol ders coul d supply for the record,
their position on that, | would appreciate it in the
ti meframe we' ve tal ked about .

A W' ||l attenpt to do that.

Q W' d appreciate it. On page 9 of your testinony,
you tal ked about you believe there nust be a uniform
congesti on managenent system i npl enmented sinultaneously for
PIMand Mdwest ISO First, I'"'massumng that at | east
within that predicate, you re assumng that AEP woul d be a
participant in the PIMsystem and using your congestion

managenent system
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Do you believe it would -- does it have to be
si mul t aneously connected at the same tinme, or could there be
sone period of tine where, say, the Mdwest 1SOis
operational or PJMbrings up sone of the forner A liance
Conpani es? Does it have to be at the exact sane tine, or
can there be sone transitional period there?

A I think sonme reasonable transition, weeks or
sonething, certainly not years of transition. W are really
concerned about a nunber of the issues that have been
di scussed in the |ast two days, the sort of things that have
cone up fromthe market nonitors, the market-to-non-narket
concer ns.

W really need to mnimze that as nuch as we
can.

Q So that | understand, sone short transition may
be acceptable, but a transition with no end date will be
probl emati c or unacceptabl e?

A Again, | haven't consulted with the rest of the
group, but that is certainly long-term nonths or years,
woul d be unacceptable. W'd be concerned about that.

Q The other question | had was, | don't want -- |
know a | ot of your testinony was addressed to the hol d-
harm ess and the various issues that are being expl ored
t here.

| don't want to engage -- | don't want to ask
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questions about each of those, but do you have a suggestion
as to a process that the Comm ssion could pursue to nove
that forward? As | understand, there has been a settl enent
process before the Comm ssion which has now been

di scontinued. Do you have a reconmendation for the

Conm ssi on on a process?

A On the hold-harm ess issue itself and how to
resolve it?

Q Yes.

A The settlenment process, we all put a lot of tine
and effort intoit. Unfortunately, it was not successful,
so as nuch as | would like to think that people sitting down
in a roomtogether can work things out, that has not been
t he case.

So it probably will require sone anmount of
Comm ssion intervention to sort it out.

Q As | understand it, to date, the Comm ssion's
O der is that that woul d be an issue that nust be addressed
before the former Alliance Conpanies joined PIM

As we heard yesterday, | think fromM. Mler
who was tal ki ng about Commonweal t h Edi son was expl ori ng and
had sone ideas and nmay be nmaking a proposal in the future,
woul d that be the appropriate tine then to further explore
t hat issue?

A That woul d be welcone. | believe the July 31st
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O der had sone requirenments on plans being provided and 14
noths |later, we don't have one yet.

Q W al so don't have the conpanies in PIM

A No.

MR MLAUGHLIN  Thank you, sir.

PRESI DI NG JUDGE: Anything else of this w tness?

(No response.)

PRESI D NG JUDGE: Do the Chairnman and
Conm ssi oners have any questions?

(No response.)

PRESI DI NG JUDGE: Thank you very much for your
testinony, M. Keller. You' re excused.

(Wtness Keller excused.)

PRESI DI NG JUDGE: At this point, we're going to
take a lunch break. Before we do that, | just want to
remnd folks that we stated earlier that we would provi de an
opportunity for rebuttal, and that's the task that remnains
bef ore us under ny schedul e.

If there's anybody that feels that they needed to
go into the first round of testinony, please |let nme know
t hat .

MR COOK:  Your Honor, could I inquire on behalf
of NERC? The Conmm ssion asked that NERC be present for this
hearing. | just wanted to raise that at this tine.

COW SSI ONER BROMNELL: W may have sone data
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requests.

MR COOK: Thank you.

PRESI DI NG JUDGE: W appreci ate your attendance,
M. Cook, and availability. Let's reconvene at 1:45 in this
room W will start with AEP's rebuttal, assum ng that they
have sone.

(Laughter.)

(Whereupon, at 12:40 p.m, the hearing was
recessed for |uncheon, to be reconvened this sane day at

1:45 p.m)
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AFTERNOON SESSI ON
(1:50 p.m)

PRESI DI NG JUDGE: W are resum ng the testinony
in the Commssion's inquiry this afternoon. Wen we broke
just before lunch, we announced that we woul d be taking oral
rebuttal, beginning with AEP. Before we get to AEP, 1'd
just like to announce that the representatives of the North
Carolina Comm ssion are al so present for these proceedi ngs,
and have been listening in in the overflowroom | just
wanted to let you all know that they are here and have been
listening intently.

We'll kick off with M. Duffy.

MR DUFFY: Your Honor, J. Craig Baker is going
to give sone oral rebuttal on behalf of AEP. W have sone
exhibits in connection with that rebuttal. | guess I'd like
to first know what our nunbering convention is. | would
suggest, perhaps, just to continue with the next nunber from
where we were.

PRESI D NG JUDGE: Pl ease do that.

MR DUFFY: W have three exhibits. They would
be AEP Exhibits 6, 7 and 8. Unfortunately, we have very

[imted copies of these Exhibits. | wll provide one copy
to the Court Reporter, one to the staff, and we'll try to
provide two for our people on the bench. |'msorry we don't

have as many.
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PRESI DI NG JUDGE: Very well, we'll do the best we
can withit.

MR DUFFY: We will supplenent the Exhibits.

PRESI DI NG JUDGE: | assune either you or M.
Baker are going to identify these nore specifically.

MR DUFFY: Yes, Your Honor.

The exhi bits we have provi ded the bench, the
staff, and the Court Reporter are as follows. There's an
Exhibit entitled TR which stands for transm ssion service
revenue billed to Mchigan conpanies. W would ask for that
to be marked as Exhibit AEP-6.

PRESIDING JUDGE: It wll be so marked.

(The docunent referred to was
marked for identification as
Exhi bit Nunber AEP-6.)

MR DUFFY: There's another exhibit, also a one-
page exhibit, it is headed "total revenue and TWH del i vered
to MECS." W would ask that be marked as Exhibit AEP-7.

PRESIDING JUDGE: It wll be so marked.

(The docunent referred to was
marked for identification as
Exhi bit Nunber AEP-7.)

MR DUFFY: And there is a third exhibit, also

one page, entitled "long termfirmreservati ons by MECS. "

W woul d ask that that be marked as Exhi bit AEP-8.
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PRESI DI NG JUDGE: That will be so nmarked.
(The docunent referred to was
marked for identification as
Exhi bit Nunber AEP-8.)
Wher eupon,
J. CRAI G BAKER
was recalled as a wtness herein, and having been first duly
sworn, was exam ned and testified further as foll ows:
FURTHER DI RECT EXAM NATI ON
BY MR DUFFY:
Q M. Baker, were those exhibits prepared by you or
under your supervision?
A Yes, they were.
Do you have any changes to then®
A No, | do not.
MR DUFFY: Your Honor, | nove the adm ssion of

t hese exhibits. M. Baker will be referring to themin his

rebutt al

PRESI D NG JUDGE: Any obj ection?

(No response.)

PRESI DI NG JUDGE: W'l receive these into
evi dence.

(The docunents previously
identified as Exhibits AEP-6

through 8 were received in
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evi dence.)

PRESI DI NG JUDGE: Do you just want to have M.
Baker proceed?

MR DUFFY: Yes.

PRESI DI NG JUDGE: You may proceed, M. Baker.

THE WTNESS: |'d like to discuss three major
areas that we've had a | ot of discussion about over the |ast
day- and- a- hal f.

One is the enforcenment of AEP s nerger
conditions, the |l ost revenue approach that has gotten a
great deal of discussion, and then some di scussion about
bl ackout and reliability.

On the enforcenent of the conditions, there was a
| ot of discussion yesterday about whether AEP' s proposal
woul d conply with our nerger condition. Let's be clear. W
will continue to expend the resources to enhance the
conpetitive market and fulfill our nmerger condition. Wat
we are suggesting is a conpromse that will allow us to
fulfill our nmerger condition as soon as reasonably
practicabl e.

W understand that nmany parties want full
functionality. The Comm ssion has the difficult task of
arriving at a solution that may be | ess than ideal from
various parties' standpoints, but noving things forward in a

way that does not harmfederal/state rel ationships and
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regul ated utilities.

That said, there are a few comments 1'd like to
make to provide our perspective. There were two pertinent
nmerger commtnents, the stipulation with the FERC tria
staff, and the conditions inposed by the Comm ssion. The
stipulation with the trial staff was entered into on May 24,
1999, seven nonths prior to Oder 2000. The stipulation
provides that, prior to the nerger, AEP will file a proposa
to transfer to an RTO the operation of its bulk transm ssion
facilities in AEP East. It provides that if AEP does not
transfer its facilities to the MSO then it wll transfer
to an alternative RTOits functions relating to transm ssion
service, transm ssion security, and control area
responsibility.

These alternatives, except for the control area
responsibility which really dealt with the bal ancing of | oad
and generation, not econom c dispatch, are fully covered by
AEP' s proposal in this docket. At the tinme of the
stipulation, AEP was prepared to join the Aliance. The
Alliance did not contain LMP and pl anned a form of
congestion managenent that did not require the dedi cation of
generating units to an LMP schene.

The nmerger order simlarly provides for
applicants to transfer operational control of their bulk

transm ssion facilities to a fully-functioning, Comm ssion-
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approved RTO by Decenber 15th, 2001, that date being tied to
the tine specified by the Comm ssion for industry-w de RTO
applications, a date |ater extended.

The | anguage of the condition nakes it plain that
AEP was to choose which RTO was to assune the operationa
control over its facilities. The merger order issued on
March 15th, 2000, just a few nonths after Order Nunber 2000
i ssued Decenber 20, 1999, Order Nunber 2000 obviously did
not prescribe the elenents of SMD. In fact, the nerger
order recogni zed that AEP had already filed to join the
Al'liance and planned to transfer functions related to
transm ssi on service, transm ssion security, and
reliability. At that time, it was conditionally approved.

Wil e Order 2000 provided for congestion
managenent by mar ket nechani sns within one year of
comencenent of service, it did not specify the nechanism
for doing so. Though a nunber of commentors proposed that
the Conm ssion require LMP for congestion managenent, it did
not do so. Indeed, a nunber of elenments of SVD were
proposed to the Conm ssion but it elected not to accept a
prescriptive approach. Thus, at the tine of the nerger
conditions, it was understood that AEP s invol venment, RTO
comm tnent involving transfer and control in a manner
consi stent with the principles of Oder 2000, not the

specific inposition of LMP generation control and ot her
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attributes nore currently required.

Though AEP voluntarily the nmerger condition, it
only accepted what was on the table at the tinme, conpliance
with the principles of Order 2000. |ndeed, the Conm ssion,
inits third Alliance order, found the Aliance had an
effective program for managi ng congestion, and | don't
bel i eve ever altered that conclusion. It did not use LMP.

Today, the scope of the Conmm ssion's RTO regine
has changed dramatically from May 1999 to include the
features of SMD. In short, the undertakings that we agreed
to when we proceeded with the nerger are now different than
what sone parties are asking us to undertake now in sone of
the things that were di scussed yesterday.

But | want to reiterate what | said yesterday,
that we wll expend the resources to neet our conditions and
we recogni ze that that neans congestion and narkets that
were different than what was fleshed out at the tine.

Now |'d like to nove on to | ost revenue approach.
The M chi gan conpani es and the State Public Service
Conm ssi on raised issues regarding our cal cul ati on of our
| ost revenues and our proposed | ost revenue recovery
approach. Both Detroit Edison and the M chi gan Conm ssion
say that Detroit's charges for transm ssion service show
that AEP' s | ost revenues are over stated. They conpare

AEP' s revenues | oss nunber of $27.5 mllion for 2002 to
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transm ssion charges paid directly by Detroit Edison to AEP
of $7.07 mllion.

What appears to have happened since the needs to
import power into Mchigan don't seemto have changed
significantly, is that Detroit Edison is started having to
sell or buy the transmssion in inport transactions. |
woul d note that drop in AEP billings corresponds to an
increase in billings to other parties delivering into

M chigan and cane in the year after the I P settlenent.

If you'll look at Exhibit Nunber 6, you will see
that the turquoise line at the top is the total billing into
M chigan for deliveries into Mchigan, and as you'll see,

there was an i ncrease from 2000 to 2001, and then | woul d

call a slight decrease in an order of magnitude from 2001 to

2002. The yellow, and | think it's fuchsia, |I'mnot sure of
the color, lines would indicate billings to consuners and
ot her transm ssion custoners. Wat you'll see is a large

dropoff in the billings to Detroit.

The SECA nethod is intended to reflect a zone's
future benefits if TOrates are elimnated. An LSC may or
may not have been the transm ssion custoner for a test year
transaction where e-tag data shows one or nore transm ssion
systens in the proposed footprint were used to deliver power
to the LSC. Nevertheless, the LSC benefitted fromthe use

of the transm ssion system and the generator or marketer
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incurred the costs for the OATT transm ssion service in the
first instance. Those costs were undoubtedly passed al ong
to the LSC

In the future, however, if those costs are
elimnated, the LSC s cost of delivered power wll be
reduced to reflect the savings on the elimnation of
transm ssion costs. In a conpetitive market, the
generators/ marketers will pass along the savings to the LSC
| f one does not accept this prem se, then | would question
the need to ever have elimnated the pancaking of revenues.
The elim nation has been done to increase conpetition and to
| ower costs to custoners, the end user

The M chigan parties now claimthat our |ost
revenue information is m sleading because it's based on past
data and inports into Mchigan they say are decreasing
because of new, independent generation in the state. But
the fact is that Mchigan inports haven't decreased
materially in terns of negawatts, nmegawatt hours or
revenues.

| would point you to Exhibits 7 and 8. Exhibit 7
shows at the top, the fuchsia line, is the revenues as
showed on a previous exhibit. Next, we |ook at the nmegawatt
hours or terawatt hours that have been inported in M chigan
for the years 2000, 2001 and 2002. Again, we don't see mnuch

in the way of a decline after the generation has cone in.
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think you have to look at it both froman energy standpoint
and a firmtransm ssion request. So what we did in Exhibit
8 was show it as the firmrequest for transm ssion of people
wanting to inmport into M chigan.

The M chigan parties also claimthat our stated
transm ssion rates haven't been changed in a while, and that
any | ost revenue effect may be offset by increases in vol une
so that we won't under recover our cost of service.

However, we recently filed with the Conm ssion an anal ysis
supporting the rates charged for out and through service
using a 2001 test year. This 2001 data was used to devel op
the | ost revenue estimates. 2002 revenue credits are
virtually the sane as 2001

Now I'd |ike to nove to the bl ackout and
reliability issues. Sone parties have argued that if there
were a so-called properly configured RTOin the Mdwest, the
August bl ackout woul d not have occurred. It is argued that
having two reliability coordinators led to gaps in
comuni cation which led to the events of August 14. AEP
takes these clains seriously because we're serious about
reliability. No one yet knows the root cause of the
bl ackout but everyone seens to be using it to support their
preexi sting positions.

Note, for exanple, the dianetrically opposed

posi tions of the Kentucky Conmm ssion and the M chi gan
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parties, both using the bl ackout as evidence. Until the
results are in or the various inquiries arein, it is
premature for anyone to draw concl usions. But since parties
are junping to conclusions, we will respond.

Based on what AEP knows, in the period | eading up
to the blackout, the problens on AEP and surroundi ng systens
were | ocal problens. There have been no indications that
t he event was caused by the over scheduling of the
transm ssi on system

M. Schultz says that transactions shoul d have
been curtailed, but AEP |lines were not overl oaded until
lines in First Energy and with First Energy tripped. As
lines trip, other lines load up. At the tinme, there was not
enough tinme for TLRs to be inplenented. There are sone
suggestions that if hold-harmess were in effect, the
bl ackout woul dn't have occurred. That unfortunately is too
sinplistic.

There's been no evidence put forward that the
| oop flow effects of transactions on ConkEd's and AEP s
systens were the problem On a going-forward basis, with
M SO PJM joint operating agreenent, we'll deal with the
reliability effects of loop flow on Mchigan, as well as the
much | arger effects of M chigan transacti ons on AEP.
Transactions just between consuners in Detroit within the

state of Mchigan have three to four tinmes the |oop flow
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effect on AEP that transactions that AEP has with PJM or

with ConEd have on the M chigan system

whose system may be under built.

The question is
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I would also note that M chigan restructuring |aw
required the M chigan conpani es and AEP to upgrade the
transfer capability into Mchigan. This increases |oop
flows into Mchigan under ordinary conditions. Loop flows
are inevitable.

The key is having adjoining RTGs know the effects
of the transactions on one another. The Joint Operating
Agreenment will do that.

Let's not pretend that this is connected with the
bl ackout, at least till we know what the facts are. |TC and
ot hers argued that AEP's choi ce, anong others, creates a
j agged seamthat harns reliability.

I would also note that Detroit Edi son appears now
to want a single RTOin the Mdwest and chose to separate
itself from Consunmers and First Energy, who were in the
i sland, thereby creating the islanding issue that Detroit
and | TC are now conpl ai ni ng about.

This was, as well, an econom c deci sion,
apparently driven by the Alliance rate design and Detroit's
desire to sell its transm ssion system

The j agged- edge concept assunes that the M chi gan
conpani es, NI PSCO and First Energy's RTO choices are
correct. |If those conpanies were in PIMw th AEP, Dayton,
and Com Ed, the configuration would be dramatically

different.
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That is nmy oral rebuttal.

PRESI DI NG JUDGE: Thank you. Does Staff have any
guestions of the w tness?

MR BARDEE: | do, Your Honor, just a question or
two. |I'mnot sure about the others.

FURTHER CRCSS EXAM NATI ON
BY MR BARDEE:
Q M. Baker, at the tinme that AEP first announced

its choice to join PIM did PJM have a congesti on managenent
nodel based on LMP?

A Oh, vyes.

Q Dd they have real -tine, day-ahead markets at
that tinme?

A Yes, they did. As we said, we were ready to go
forward. W would still go forward.

What has happened is, as the various states have
had a chance to review what is in PJM they have started to
rai se questions and have wanted to go through a process to
det erm ne whether or not the benefits of that kind of market
structure exceed the costs.

MR BARDEE: | believe that others may have
guestions, Your Honor.

PRESI DI NG JUDGE: Does any other Staff nenber
have questions?

MR CGRAMLICH Ron Gramlich from Chai rman Wod' s
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staff.
FURTHER CROSS EXAM NATI ON
BY MR GRAM.I CH:
Q M. Baker, how are you?
A H , Ron.
Q Coul d you describe control area responsibilities?

You nmentioned in your conmtnent wwth Trial Staff, in My

1999, certain responsibilities that would be transferred to

an RTO, including transm ssion service, transm ssion

security and reliability, and control area responsibilities.
Coul d you describe those control area

responsi bilities?

A My recollection -- and I will admt that it's a
few years ago when we actually -- you and | negoti ated that
arrangenent. And sonebody wote it dowmn. | don't renmenber

who.

The area that we spent a lot of tinme tal king
about was the instantaneous bal ancing of | oad and generation
which, at the tine, we both, | think, believed woul d be an
RTO function

That's what ny recoll ection of the dial ogue was
around. As | have reviewed the docunents, there is further
statement about AEP would retain the econom c dispatch of
its generating units and providing the signal back to the

generating units to nove up or down, once it got the
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bal anci ng val ue back fromthe RTO

Q Wul d the actual bal ancing then be done by the
RTO?

A At the time, that was what we thought they m ght
be doi ng.

Q And in your current proposal, would the bal anci ng

be done by the RTO?

A | don't believe, as an interimstep, that we
could do that. | haven't tal ked to PIJM about whether that's
a feasible solution or whether it provides any benefit, but
it's not in the solution that we have proposed.

Q And what you describe as the Day Two Design, or
what you had proposed before, is the Day Two Design where it
woul d be in an LMP design operated by PIM |In that case,
woul d the RTO be doi ng that bal ancing function?

A Yes, they would be doing the control area
bal anci ng and sending the signals back for us to nove our
generators up and down.

Q So AEP in 1999, voluntarily commtted to having
an RTO performthat bal ancing function?

A That's correct.

Q And AEP right now is not proposing for the RTOto
performthat bal ancing function?

A As we suggested yesterday, we offered this as a

starting point for dialogue, to see if there could be a
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resolution that parties could get confortable with, | think
this Conmm ssion, the state conm ssions, and the RTO that we
woul d be novi ng our assets.

Q | understand the various political reasons why
you m ght have proposed it, but the commtnent in 1999 is
identical to what you describe as the Day Two Market Design
where the RTO --

A No, no, no, | would disagree with that. A
conponent of the Day Two is control area balancing. There
are many nore conponents to Day Two in PIJMthan just control
area balancing. That's a small part.

MR GRAMLI CH  Thank you.

PRESI D NG JUDGE: Anything else from Staff?

MR BARDEE: No, Your Honor.

PRESI DI NG JUDGE: Chai rman and Conmm ssioners, do
you have any questions of M. Baker?

CHAl RVAN WOOD: How does your proposal differ
fromwhat was characterized yesterday as your Day One,
guess it would have been, in the prior schedule, March of 03
i npl enentation with PIM

THE WTNESS: | haven't gone through, point-by-
point, with PIM but | think it very closely replicates what
was the Day One proposal for PIM

CHAl RVAN WOOD:  |s AEP a net buyer or seller in

the market, as regards its retail |oad operations to neet
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its obligations?

THE WTNESS: To neet its retail |oad
obl i gations?

CHAl RVAN WOOD: Do you have nore energy than you
need, or do you go out and buy?

THE WTNESS: W buy very little energy to
support our retail. 1It's only when we find that we either
| ose sone generating unexpectedly, which is rare that it has
that nuch of an inpact, or we find sonme incredibly | ow
priced, perhaps nuclear power at night that we woul d be
buyi ng.

CHAl RVAN WOOD:  Thank you

PRESI DI NG JUDGE: Anything el se fromthe
Comm ssi on?

(No response.)

PRESI DI NG JUDGE: Very well. Anything el se of
this wtness?

(No response.)

PRESI DI NG JUDGE: Thank you very much, M. Baker,
you are excused agai n.

(Wtness Baker excused.)

PRESI DI NG JUDGE: We're next going to hear from
Commonweal t h Edi son.

M5. HILL: Yes, Your Honor. Ms. Mbler does have

sone rebuttal testinony.
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Wher eupon,

ELI ZABETH ANNE MOLER
resunmed the stand and, having previously been duly sworn,
testified further as foll ows:

THE WTNESS: 1'Il just speak fromhere. These
are fairly brief comments. W'Il|l be filing nore detailed
comments later. As | reflect on the last day and a half, |
hope it's been useful and enlightening to you. A lot of us
have been in these trenches a long tine.

I am bothered by one thing. That's why | rise to
make this comment. Yesterday afternoon, M. VWiteley
asserted that, if the transaction Exelon is contenplating
where we would acquire a little nmore power were to occur and
if we were to put IP and PIMrather than in MSO it raises
to himserious reliability concerns and he can no | onger be
qui et because there would be a piece of cheese in the
sandwi ch surrounded by PJM

I would sinply point out that, when Ameren nade
the original ITO choice following the dem se of the
Alliance, that ComEd and I P had both gone to PIM M.
Wiiteley did not raise reliability concerns at that point.

There were nunerous occasions during the | ast
year, we'll validate themfor the record, when IP coul d have
done so. They did say they had econom c concerns with the

situation but they put that in the record but they did not
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raise reliability concerns.

So now there has been admttedly back and forth
with [P but reliability is such a sensitive subject,
certainly in Illinois, where we have both good days and bad
days, that | thought it is inportant to say that we know of
no valid basis for such a reliability concern. Thank you.

PRESI D NG JUDGE: Does staff or the Conm ssion
have any questions of Ms. Ml er?

(No response.)

PRESI DI NG JUDGE: Thank you very nuch.

(Wtness excused.)

PRESI DI NG JUDGE: Does Dayton Power and Light
have any rebuttal ?

M5. BRUNER  Dayton has no rebuttal.

PRESI DI NG JUDGE: Has Illinois Power?

MR PALMER  No, Your Honor.

PRESI DI NG JUDGE: Aneren Services?

M5. THOWSON:  Yes, Your Honor.

PRESI DI NG JUDGE: Pl ease proceed.

Wher eupon,

DAVI D VWH TELEY,
a W tness having been previously called for exam nation and
havi ng been previously sworn, was further exam ned and
testified as foll ows:

FURTHER DI RECT EXAM NATI ON
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BY M5. THOMPSON
Q M. Witeley, you have been at this proceeding

the entire tinme, both days, correct?

A | have.

Q You testified yesterday?

A Yes | did.

Q You now have the opportunity to present sone
rebuttal .

A Thank you. Wth respect to a couple of issues
that came up yesterday, | want to clarify that, as | was

speaking with respect to the M ssouri proceedi ngs, and our
application with the M ssouri Public Service Comm ssion, to
join the Mdwest 1SO through Gid Arerica, limted to the
settl enment discussions with parties in the Mssouri case, |
want to clarify that I was not inplying that the Mssouri
Publ i c Service Conmm ssion or the comm ssioners thensel ves,
were participating in that settlenment and I certainly could
not speak for the Comm ssion. They will have the
opportunity to speak for thenselves, obviously, if we can
reach a settlenent that then will be filed wth the Mssouri
Conmi ssi on.

So | wanted to clarify that point.

There is also a point | believe Ms. Fernandez
rai sed about our CILCO commtnent. | had an opportunity

last night to review the specific wording in the order with
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our CILCO acquisition. It had been sone tine since | had
read the specific wording and it does call for Ameren to
join the Mdwest |1SO and to seek the Conm ssion's approva
to withdraw fromthe M dwest |SO

That said, the comments that | nmade with respect
to Illinois Power and their possible nove to seek to join
PIJM and that that would cause Ameren to reassess its
posi tion, obviously that reassessnent woul d incl ude whet her
or not the conditions that this Comm ssion has placed on the
original choice, which has changed and apparently may change
back with Illinois Power, those original conditions, if they
are not net, that will certainly play into that reassessnent
and | would assune that reassessnent would, if it would
concl ude that Ameren should do sonething other than join the
M dwest |1SO that reassessnent would formthe basis for
approaching this Comm ssion for permssion to do whatever
t hat reassessnent showed was the appropriate thing.

Ms. Mol er has raised issues again with respect to
timng and says she'll put additional comments in the
record. Qobviously |I cannot respond to those because | have
not seen what she will put in the record.

But rest assured Illinois Power's el eventh hour
change, or | should say Commonweal th Edi son's notice that
they woul d, at the el eventh hour, change |IP s designation of

RTOis a surprise to Aneren. W will reviewit with respect
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to the conmtnents that this Conm ssion inposed on that
origi nal choi ce.

Wth that, I'lIl conclude ny rebuttal

PRESI DI NG JUDGE: Thank you, M. Witeley. Does
staff have any questions?

MR BARDEE: No, Your Honor.

PRESI DI NG JUDGE: Do any of the Conm ssioners?

(No response.)

PRESI D NG JUDGE: Thank you very much, M.
Wi t el ey.

(Wtness excused.)

PRESI DI NG JUDGE: The next entity that testified
was the PIJM i nterconnection

MR SPECTOR. W have no rebuttal, Your Honor.

PRESI DI NG JUDGE: Mchigan | don't think is on
line today. Do any of the entities that offered testinony
today, Detroit Edison, International Transm ssion, PPL
Edi son and M chi gan- Wsconsi n Stakehol ders, wish to offer
anything further?

MR SMTH  Yes, Your Honor. Detroit Edison
would like to offer sone rebuttal

PRESI D NG JUDGE: Pl ease take the stand.
Wher eupon,

TERRY S. HARVI LL,

a W tness having been previously called for exam nation and
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havi ng been previously sworn, was further exam ned and
testified as foll ows:
FURTHER DI RECT EXAM NATI ON
BY MR SM TH.
Q M. Harvill, were you in the rooma few nonents
ago when M. Baker gave his rebuttal testinony on behal f of

t he AEP Conpany?

A I was.

Q D d you hear statenents regarding | ost revenue?
A | did.

Q Wul d you pl ease respond to those statenents?
A Yes. Let nme begin by apologizing to the

Comm ssion for delving into the mnutiae of those | ost
revenues, but in reality this is where the rubber neets the
road for Detroit Edison

As | nmentioned in ny previous testinony, Detroit
Edi son has done everything in its power to support the
Comm ssion's RTO policies and the formation of RTGs in the
M dwest Regi on.

The issue of |ost revenues, as M. Baker states,
has been designed in such a way that, at least in Detroit
Edi son's opinion, puts us at a severe di sadvantage for
maki ng our initial RTO decision to join the Mdwest | SO

About the best exanple that | can come up with, |

was thinking about this over lunch, to explain the situation
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that we're facing, |last week | ordered a book from Arazon.
com In the process of ordering that book | received free
shi pping for that book. The book was sent to ne, | received
it, yes | indeed did benefit fromthat book being shipped to
me but | would al so argue that Amazon.com benefitted by the
sale of that book to ne as well.

If you |l ook at who actually paid for delivery of
t hat book, you could argue that it was enbedded in ny costs.
But | could argue that it was enbedded in the cost that
Amazon. com i ncurred.

W went back and pull ed every transm ssion
i nvoi ce for 2001, 2002 and up through August 2003. Those
transm ssion invoices are in no way conparable to the
results that you get when you apply the former Alliance
Conpani es preferred nethodol ogy for recovering | ost
revenues. | have the hard invoices in front of ne that
totaled $7 mllion, to the extent AEP or any other
transm ssion entity proposes that we pay in excess of that
amount of noney, | would respectfully request that they
provide to us copies of their transm ssion invoices or
recei pts that actually show who paid them what for
transm ssi on

To the extent that they are rolled in or part of
bundl ed sales, to the extent that they can identify those to

us, that would be wonderful. W wll take a hard | ook at
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those and take a | ook at that analysis.

The other point that M. Baker nmakes is with
regard to the new generation in Mchigan. 1'd also point
out that Mchigan is a retail choice state. Detroit Edison
has | ost considerable | oad and our transm ssion purchases
are goi ng down accordingly. W don't need as nuch
generation as we have in previous years.

That bei ng said, any nethodology that relies on
hi storical period to recover |ost revenues is essentially
maki ng Detroit Edison or any other entity pay for the use o
the systemthat they may indeed not use. They may very well
use it but, in this instance, our transm ssion purchases are
goi ng down.

So in conclusion | would just like to say that
Detroit Edison is not opposed to | ost revenue recovery. W
just feel that it needs to be logically based on what we
actually paid to the extent that any entity seeking | ost
revenues would |like to present to us invoices or receipts
for what we actually paid to them I'd be happy to take a
| ook at those and conport that wi th what we have. Thank
you.

PRESI DI NG JUDGE: Thank you, M. Harvill.

Any questions?

MR BARDEE: No, Your Honor.

PRESI DI NG JUDGE:  Conmmi ssi oner s?
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(No response.)

PRESI DI NG JUDGE: Thank you.

(Wtness excused.)

PRESI DI NG JUDGE: Does any other entity on the
list | previously read off wwsh to offer any rebuttal ? Does
anybody el se in the roomw sh to offer any rebuttal ?

(Laughter.)

PRESI DI NG JUDGE: Don't take ne up on that.

(Laughter.)

COW SSI ONER BROMNELL: |s AEP going to provide
the information that M. Harvill asked?

MR DUFFY: WIIl we provide the information that
he's asked for? No. There's no dispute that their
transm ssi on reservations went down. M. Baker nade the
point that inports had stayed the sane. They just had
soneone el se audit the transmssion, so it's not a factual
di sput e.

If the Comm ssion believes that woul d add
sonet hi ng?

COW SSI ONER BROMNELL: Can't hurt.

MR DUFFY: W can do that but | don't think
there's any fact in dispute.

PRESI DI NG JUDGE: |If the Conm ssion wants it |
t hi nk maybe you should provide it.

(Laughter.)
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MR DUFFY: The other thing | shoul d add though,
Your Honor, is that there will be a hearing on | ost revenues
and perhaps it's nore appropriate there.

PRESI DI NG JUDGE: It may be instructive in this
record as well.

MR DUFFY: We will provide it.

PRESI DI NG JUDGE: Thank you.

CHAI RVAN WoOD: G ve e sone clarity on that.
Thi s docket, | guess, the lingering effects of the July '02
order, the PJM and New Conpani es dockets, even the Gid
Anerica docket, all these are all wapped together and I
think one of the things we're all suffering fromin this
roomis amllion little canpfires but no bonfire and we
need to get all this in the bonfire and burn it and get it
over wth.

(Laughter.)

CHAl RVAN WOOD: | go where ny nouth | eads.

(Laughter.)

CHAI RVAN WOOD: | do think, though, that those
i ssues, certainly the | ost revenue issues, are certainly
very relevant. This Comm ssion has got a pretty good
hi story of making sure that utilities have adequate rates to
cover their costs. So we're not at the end of that gane.
But that issue is inportant to a nunber of the TGCs here. |

under st and t hat .
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But setting up the market in an organized way is
also inportant for the rest including the TGs and | think we
have a responsibility to really address all the issues.

I think if we can learn nore, collectively, in a
single form we can do a better job than just react to the
60 day filings and conment on policy.

PRESI DI NG JUDGE: Very well. Does staff have
anything further that they wi sh of any of the w tnesses?

MR BARDEE: No we do not, Your Honor.

PRESI DI NG JUDGE: Let's just be clear, than, that
we are expecting subm ssions fromthe parties in response to
the AEP offer within nine days of today. | think that
opportunity extends to making further coments on ot her
matters in the proceeding, anything that you believe would
hel p the Conm ssion add to the record.

Feel free to let us know what that is in your
witten subm ssions.

CHAI RVAN WOOD: | just want to thank you, Judge,
for your |eadership here with this slightly unorthodox
format. | hope we use it again.

(Laughter.)

CHAI RVAN WOOD:  It's been very hel pful. Staff
chuckl es with sick dread.

(Laughter.)

CHAI RVAN WOOD: | want to thank the parties very
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much for your very short notice and tinely hel pfu
participation. There was a lot of information that was
useful, |1 do acknow edge, that a nore conprehensive cross
exam froma nunber of different parties would have
elimnated the record further, but please know that, as
t hose opportunities are necessary to go forward, we wll
provide the requisite due process in that regard.

But in lieu of having a conprehensive cross
exam nation, | do want to thank our staff for what you did
in the way of getting out the issues that we are trying to
grapple with and very professionally so. Thank you very

much.

PRESI DI NG JUDGE: Any ot her Conm ssioner want to

say anyt hi ng?
(No response.)
PRESI DI NG JUDGE: W are adj ourned.
(Whereupon, at 2:30 p.m, the proceedi ngs were

adj our ned.)
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